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SALE OF HOUSING TO UNIVERSITY OF CALIFORNIA 


WEDNESDAY, MAY 12, 1954 


House or RepreseNTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. 

The committee met at 10:30 a. m., Hon. Jesse P. Wolcott (chair- 
man) presiding. 

Present: Chairman Wolcott (presiding), Messrs. Talle, Kilburn, 
Widnall, Betts, D°’Ewart, Mumma, MeVey, Merrill, Oakman, 
Hiestand, Van Pelt, Spence, Brown, Patman, Addonizio, Bolling, 
Barrett, and O'Hara. 

The CHarrman. The committee will come to order. 

We will consider this morning a bill introduced by Congressman 
Phillips of California, H. R. 6773, a bill to provide for the sale of 
certain housing projects to the University of California. 


(The bill is as follows:) 
R. 6773, 83d Cong., 1st sess.] 


A BILL To provide for the conveyance of certain housing projects to the University 
of California 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding the provisions of any 
other law, the Housing and Home Finance Administrator is authorized and 
directed to sell to the University of California, at fair market value as deter- 
mined by him, all of the properties, including land, comprising war housing proj- 
ects CAL-4041 and 4042 known as Canyon Crest Homes located in Riverside 
County, California. 

The CHatmman. Before your proceed, Mr. Phillips, I might call 
attention to the fact that we have Dr. Smith back with us this morning 
and I have taken it upon myself to ask Dr. Smith to act in an official 
or any other capacity in which he would like to act on this committee 
this morning, and any succeeding morning, Doctor, that you care to 
be with us. 

Mr. Berrs. Mr. Chairman, before you go on, | want to express my 
pleasure in weleoming my predecessor back to the committee. I find 
that Ihave big footsteps in which to follow Dr. Smith. 

The Cramman. He was a worthy predecessor, and I might say to 
you, Doctor, that Mr. Betts is a worthy successor. 

Allright, Mr. Phillips. we will be glad to have von proceed. 


STATEMENT OF HON. JOHN PHILLIPS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Pumps. Thank you, Mr. Chairman. It is a pleasure to be 
here. Lappear to present H. R. 6773, which is a bill to provide for the 
conveyance of a certain housing project to the University of Cali- 
fornia, 


MISCELLANEOUS HEARINGS 


The University of California has recently established a new campus 
in Riverside, the University of California at Riverside, and this hous- 
ing project which was put up by the Public Housing Administration 
is adjacent to the campus and being used for the students, who need 
housing very much in that part of the community. 

I know of no opposition to the bill. The price is not at issue. That 
is agreed upon between the Housing Administration and the univer- 
sity, and there is only one point to which I will call the committee’s 
attention, if I may, as perhaps a deciding argument in favor of pass- 
ing the bill. ; 

The housing is actually outside the city limits, and during the war 
years, when it was used as public housing. the city was willing to close 
one eye to the legal requirements and to furnish water to the project, 
even though under the charter there is a question of there being—in 
fact, I suppose there is no question, they are not permitted to do it— 
so long as it was used for war housing. Dut if it is to be sold, as the 
housing authority wants to sell it, then there is raised the question of 

roviding water to a resident; that is, a private citizen, which cannot 

e done, and so it is necessary that the housing be used for something 
of a public or quasi-public nature. 

Therefore. an educational use is desirable, and that is the purpose 
of the bill. 

As I say, I know of no opposition to it. I have the letter from the 
university, and I have one here dated September 3, I think it is, from 
the housing authority, of which you have a copy. At least what I 
have is a copy of yours, Mr. Chairman, from the housing authority, 
approving the bill. 

The Cuamman. The Housing and Home Finance Agency. 

Mr. Puiniirs. Yes. sir, the Housing and Home Finance Agency, 
Mr. Chairman. There is only one thing. I was asked by a member 
of the committee about the people present in the protect, and so I 
wired the provost of the college, and I have a letter and a telegram 
from him, saying that there are presently veterans living in the proj- 
ect. None of those will be asked to leave. In fact, ne one will be put 
out of the project, but as the normal turnover takes place, then stu- 
dents, practically all of whom are married veterans themselves, would 
then be given the opportunity to get these houses. 

And they would also like to reserve the right. Tsay this very frankly, 
that some of the nonveteran residents of the project, who don’t have 
to live on that side of the community. if they could be provided with 
residences in another part of the city satisfactory to them, they would 
like to have that done. 

But that is a matter of mutual agreement between the tenant and 
the university, and there is no intent whatever to put anybody out 
of the project by the university. 

I think that is all, Mr. Chairman, except that I would like to say 

The Cuatrman. Under California law, is it your opinion that that 
could be provided for in the contract of sale? 

Mr. Puinups. Yes, sir. I don’t think it is necessary to go into that. 
Would there be anything written in the actual contract of sale regard- 
ing the eviction of present tenants ? 

Mr. Frrzpatrick. We would not ordinarily write anything in. It 
is my understanding from the university officials that that is the way 
they desire to proceed. 
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Mr. Puinurs. That is the intent, and it is to be used, as I say, 
for the veteran students who are married and who can live in this 
type of house adjacent to the campus. 

Mr. Chairman, just by coincidence, the dean of the University of 
California at Riverside, Mr. Richard Nisbet, stopped in my office this 
morning to get a card to the gallery and I told him that this was com- 
ing up, so he is here just as a witness of how we consider this bill of 
so much interest to him. 

The Cuatrman. Weare glad to have him present, Mr. Phillips. 

Are there any questions of Mr. Phillips? 

Mr. PatMan. Mr. Chairman. 

The CHairman. Mr. Patman. 

Mr. Parman. Mr. Phillips, I am not opposing your proposition. I 
am in favor of it. You have made a very fair statement. But I 
just wanted to be able to answer any inquiries that might be made on 
the floor. 

How many units are in this project, Mr. Phillips? 

Mr. 275, Mr. Patman. 

Mr. Parman. Is the land adjacent to the university land ¢ 

Mr. Puruuips. It is. It is between the northern border of River- 
side City, and thecampus. It lies right between them. 

Mr. Patman. And the sole objection, then, really, is to let the uni- 
versity have it, which is a noble purpose. 

Mr. Pures. That is the only object, to let the university have it 
and use it for their own students. 

Mr. Parman. And to pay the fair market price, that is already 
agreed upon? 

Mr. Puiuires. That is agreed upon. 

Mr. Parman. Do you know how much it is? 

Mr. Puiuuipes. I did know. And I think I have the price in here. 
It runs in my mind that it was over $100,000. 

Mr. Patrman. How does it compare with the cost of the project ? 

Mr. Putuures. I don’t presume that it is as much as the project 
cost, but compared with what we are getting for them, it is very good. 

Mr. Parman. Is there anyone here who can answer that? I think 
it is material if it can be answered, Mr. Phillips. 

Mr. Puuirs. should know that, Mr. Patman. [am embarrassed. 

Mr. Parman. I thoroughly agree with you that we should not ex- 
pect to get the cost out of it. But I would like to know something 
about what it is. 

Mr. Mumma. This Lanham Act construction, would that be lower 
type construction 

Mr. Parman. Yes; it is probably wooden construction; is it not, 
Mr. Phillips? 

Mr. Puisies. Yes; it is. You see, this took place considerably 
more than a year ago and I recall that I felt at the time that the 
price we were getting for it was a very favorable price, compared 
with what we had been forced to sell some of these properties for in 
a less desirable location than this one would be. But we cannot keep 
it and we cannot do anything with it with private citizens unless 
those citizens have some connection with a publie or quasi-public 
agency, on account of the water. 
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Mr. Parman. I understand. How many acres of land are in this 
tract 

Mr. Pures. The information is being provided, Mr. Patman. 

Mr. Parman. Is there anyone from the eciies and Home Finance 
Agency who can answer those questions / 

Mr. Prius. Mr. Fitzpatrick, the attorney, is here, but I don’t 
think he knows that detail. 

Mr, Parman. How many acres did you say there were? 

Mr. Puiurps. I didn’t say, Mr. Patman, All that information has 
passed through my hands at one time or another. 

Mr. Mumma. Are these two-story structures / 

Mr. Puttuirs. No; they are one story. Most of the houses in that 
area are small houses. 

Mr. Parman. They are inexpensively built houses. 

Mr. Prins. One of the things they will all have to have is new 
roofing. The roofing was not good, 

Mr. Parman. How old are they ¢ 

Mr. Puitiips. They were built in the early days of the Second 
World War. 

Mr. Parman. About 1942 or 19434 

Mr. Puruurpes. Yes, sir. 

Mr. Parman. Then the depreciation would be about 50 percent ? 

Mr. Puiuuies. It is at least that, because of the type of construc- 
tion, and as I say, this roof situation has been a little problem to us. 

Mr. Parman. I think there should be for the record something 
about the number of acres of land and the approximate value of the 
Jand and the approximate value of the housing, and the cost to the 
Government, and what the market price as agreed upon is. 

That is all, Mr. Chairman. 

The Cuairman. The information will be provided. 

Mr. Spence. Are these all detached houses ? 

Mr. Puttuires. Yes, sir; small detached houses. 

The CuarrmMan. Are there further questions of Mr. Phillips? 

Mr. Putiturs. Mr. Chairman, I will get that information for Mr. 
Patman just as quickly as possible, and provide it to the clerk. 

Mr. Parman. Just for the record, Mr. Phillips. I don’t care to 
have it myself. 

The Cuairman. The committee has become quite sensitive to those 
questions in view of what has happened. 

Are there further questions ¢ 

Mr. Parman,. That is all. 

The Cuarrwin. Thank you, Mr. Phillips. 

Mr. Puiuuires. Thank you, Mr. Chairman. I will see that the infor- 
mation requested is supplied. 

‘ The Cuairman. Mr. kitzpatrick, we would like to hear you on this 
ill. 

I believe the Housing and Home Finance Agency has written a 
letter under date of September 3, 1953. Has there been any change 
in the situation since that time? 

(The letter referred to above is as follows :) 


MISCELLANEOUS HEARINGS 


Housing anp HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., September 8, 1953. 
Re H. R. 6773, 83d Congress. 
Hon. Jesse P. WoLcort, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D.C. 

DEAR CONGRESSMAN Wotcorr: This is in reply to your letter of August 19 re- 
questing the views of this Agency on H. R. 6778, a bill to provide for the convey- 
ance of certain housing projects to the University of California. 

This bill would direct the Housing and Home Finance Agency to sell to the 
University of California at fair market value two permanent war housing proj- 
ects (CAL-4041 and CAL-4042) known as Canyon Crest Homes in Riverside 
County, Calif., built during World War II under the provisions of the Lanham 
Act (Public Law 849, 76th Cong.). As you know, the provisions of the Lanham 
Act relating to the disposition of permanent housing require that certain 
statutory preferences be given in the purchase of the housing. These preferences 
would have the effect of making the university ineligible as a purchaser until 
after all veterans, groups of veterans organized on a mutual ownership basis, or 
non-veterans occupying the units had an opportunity to purchase. This bill 
would authorize a sale to the University of California notwithstanding these 
preference provisions of the Lanham Act. 

Canyon Crest Homes initially provided housing for military personnel sta- 
tioned at March Field and at Camp Hahn. The military need for this housing 
no longer exists. The projects provide a total of 275 dwelling units consisting 
of S89 one-family dwelling structures and 93 two-family dwelling structures. 
These projects directly adjoin the campus of a new extension of the University 
of California now under construction in the Riverside area. The officials of the 
University of California have informed us that the university is urgently in need 
of housing at relatively low rents for young faculty members and graduate stu- 
dents who will be located at the new school and that such housing is dificult to 
find in the Riverside area. No other available housing would be as convenient 
to the Campus as the Canyon Crest projects. 

It should also be pointed out that a special circumstance exists with respect 
to the water supply for this housing which creates some doubt as to whether 
offers to sell to preferred purchasers under existing law would be of any sub- 
stantial benefit to such purchasers. We are informed that the water supply for 
this housing is presently provided by the city of Riverside although the projects 
are outside of the city limits. The city has indicated that if the housing is seld 
as individual units it will not continue to provide water. The reason given for 
that position is that the sale of water to individual owners would subject the city 
to regulation by the State public utilities commission. 

It would thus appear that the acquisition of the project by the University of 
California as authorized under H. R. 67738 would assist in meeting an urgent 
housing need. If, under the circumstances, Congress determines that this acqui- 
sition Would be more in the public interest than disposition under the existing 
preference provisions of the law, this Agency would have no objection to the 
enactment of the bill. In view of a request by Congressman Phillips that we 
furnish vou with an immediate report on H. R. 6773, this letter is being furnished 
prior to clearance with the Bureau of the Budget. As soon as the views of the 
Bureau are obtained, we will furnish you with a supplemental report. 

Sincerely yours, 
ALBERT M. Cote, Administrator. 


STATEMENT OF B. T. FITZPATRICK, DEPUTY ADMINISTRATOR AND 
GENERAL COUNSEL, HOUSING AND HOME FINANCE AGENCY 


Mr. Firzparrick. There has not been, Mr. Chairman, except that 
on September 25, we further advised you that our letter had been 
cleared by the Bureau and that there was not any objection to either 
the report or the bill. 

I think I can supply some of the information which Mr. Patman 
wanted. 
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There are 275 dwelling units, and they are all either single-family 
structures or two-family structures. "They were built in 1941, initially 
for military personnel at Camp Hand and March Field. 

The total cost of both of those projects was approximately $990,000. 
They are permanent construction—that is, frame and stucco, 

I think it fair to say that the maintenance has not been as good as 
we would like to see it, and that there probably are substantial repairs 
that would have to be made if the property is to be continued in use. 

The bill provides that these are to be sold to the university at fair 
market value. I do not know that a price has as yet been agreed upon. 
That may have occurred since the time when the bill was introduced, 
that the appraisers have actually appraised the Pte ag! and fixed 
the price. But that would be determined in accordance with the Cali- 
fornia law, as to the appraisal of property on the open market. 

Mr. Puiuirs. The price was discussed, Mr. Fitzpatrick, and was 
agreed upon. 

Mr. Patman. How many acres of land is it, Mr. Fitzpatrick? 

Mr. Frrzpatrick. I don’t have that information at this time, but I 
will submit it. 

Mr. Parman. How do they determine the value of a property like 
this under California law ? 

Mr. Frrzpatrick. By independent appraisals. 

Mr. Parman. Has this been independently appraised? 

Mr. Frrzpvarrick. I can’t tell you whether it has been at this point 
or not, but that would be the basis on which the price would be 
determined. 

Mr. Patman. What about these veterans in the project; are the 
agreeable to this?) Mr. Phillips said most of them were veterans. Is 
there any opposition to it? I assume that Mr. Phillips would know 
_ there was no substantial opposition or he wouldn’t be sponsoring 
the bill. 

Mr. Pues. That is right. You see, no veteran in the project is 
being moved. 

Mr. Parman. And they are perfectly willing to forego their oppor- 
tunities under the present law, and to permit this, you might say, 
shortcut ? 

Mr. Puiures. Yes, sir. I think, Mr. Patman, they a8e more than 
willing. They are very glad. Because otherwise they can’t con- 
tinue to get water, and the ones who will move in from the university 
will be almost entirely veterans. 

Mr. Fitzpatrick. I could say this also, Mr. Patman, that the nego- 
tiations with respect to this matter have been going on since April 
of last year. It is well known in the area out there that this is under 
consideration. 

Mr. Patman. I would be willing to take Mr. Phillips’ word for 
that. He is a Congressman, and if he is willing to go along with it, 
it is all right with me. 

The Cuatrman. Mr. Phillips, I think perhaps you should elab- 
orate a little bit on this question of why these veterang, if they 
purchase the property, or private individuals, if they purchase the 
property, could not get water. 

Mr. Pururrs. I have a resolution, Mr. Chairman, from the cit 
counsel on that subject, which explains the legal situation. I thin 
perhaps I should file that with the clerk. 
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The Cuairman. Perhaps you should, and if it is brief, perhaps 
it should be read for the benefit of the committee, or perhaps you 
should bring out certain points of the resolution. 

I think what we are concerned about is that it has been implied that 
there was some prohibition in the law against giving water to outside 
individuals, 

Mr. Puiiiips. That is correct. As Mr. Fitzpatrick said, the choice 
is to carry through the procedures, in which case this action would 
not be necessary, in which case they would offer this project to indi- 
vidual veterans, in that case the question of supplying water would 
arise, and the city attorney has told them they cannot do it, or selling 
it to the university, which is an educational institution, and a State 
institution, and therefore entitled to consideration on that basis, and 
the university then use it for their students, who are primarily vet- 
erans. 

It would also be used for the university faculty. 

1 will read briefly from the resolution: 

The city itself furnishing water for domestic purposes to suid development 
pursuant to a contract between the city and the Government, which contract is 
from year to year only, and the subject of termination, if the Government sells 
or otherwise disposes of the development, and the question has arisen whether 
the city will or will not continue to serve water in the event of a sale or dis- 
posal by the Government— 
and it is the desire, in this resolution, to clarify that position— 


It is the long-established policy of the city not to increase service of domestic 
water outside of the city limits, and that has been reaffirmed within recent years 
through their regulations. 

The adherence to that policy would prevent the continuation of service of 
domestic water to Canyon Crest, if the contract between the city and the 
Government was terminated, or if it was sold to individual occupants of the 
houses. 

Any such coutract to the development would bave to be for a limited period 
of time only and would be conditioned upon the requirement that the paramount 
use be for a public purpose. 

And it would be satisfactory if it were the university; and that “the 
gain or profit would be only incidental,” and then there is some legal 
language about the contract would have to contain a waiver, and dis- 
claimer by the new owner of any right to the use of domestie water 
to the development or its inhabitants, which would practically prevent 
its sale to an individual citizen. 

But this policy will not prevent the service of domestic water to Canyon Crest 
if it is acquired by the State of California or by the university, or by its regents, 
for use in connection with the University of California at Riverside. 

That would be for a public purpose beneficial to the city of Riverside, and 
the University of California and the city are joint owners of domestic water 
wells. 

We have a water problem and they can’t extend the use of the water. 

Mr. Spence. Is that just a question of policy? 

Mr. Primus. It goes beyond policy. It is primarily a question of 
policy, but it is a question of policy long established by the city council 
and repeated in connection with all other projects. They have been 
very concerned about supplying water to this project, but are willing 
to do it under these conditions. 

We do not have a large supply of water, and it has to be kept for 
the residents of the city itself. 


MISCELLANEOUS HEARINGS 


Mr. Spence. There is no limitation in the charter about prong 
water for people who live outside the corporate limits of the city, I 
suppose 

Mr. Pups. No; unless there has been what would correspond, in 
a smaller community, to an ordinance on that subject. [know of noth- 
ing in the charter itself. 

Mr. Frrzparrick. It is 3714 acres in 4041, and 17 acres in 4042. 

Mr. Parman. Fifty-four acres? 

Mr. Puivurs. And there are 93 singles and 89 two-family units, or 
doubles. 

Mr. Mumma. What is the cost per unit or the total sale price per 
unit ? 

Mr. Puiiurrs. Total cost was $992,000 for the entire project. 

Mr. McVey. Mr. Chairman, I have been doing a little figuring on 
this particular subject and it looks to me like the units cost about 83.300 
and the selling price is a little less than $364 per unit. Tam in favor 
of this policy, but Tam wondering whether $363 per unit isn’t rather 
cheap. 

Mr. Priviirs. Well, the total cost per unit is roughly $3,500, and the 
disposal price is as yet not finally established, but my recollection was 
that it was in the neighborhood of $1,200. Is that what you figured ? 
T used $100,000, 

Well, we will say $350 a unit, then, T suppose that if the buildings 
were in better condition, and you didn’t have to replace the roofs and 
didn’t have to do some repair work, and if you could sell them to some- 
body else with the assurance that that person could have water, it 
would probably be a low price, but where you do have to put quite a 
little money into repairing them, and have no water after you get it, I 
don’t think it is a low price, and I didn’t think the Housing Adminis- 
tration thought it was a low price in the negotiation, 

Mr. Mumma. How long ago was that price e&8tablished by the hous- 
ing authority ? 

Mr. Prous. About June of last vear. 

Mr. Frrzeatrick. We have this problem, too, Mr. Mumma: We did 
look into the question on the supply of water. 

Mr. Mumma. I agree with that thoroughly. 

Mr. Frrzparrick. If they were sold to an individual, I don’t believe 
that the city can be compelled to supply water. 

Mr. Mumma. I agree with that. 

Mr. Frrzparrick. We did find that we could put in a water system. 
It would be a duplicate system. But under the teed as it stands today, 
we cannot spend money for these projects for those purposes. So we 
have no way of putting in a water system were we to try to sell them 
to an individual citizen, 

Mr. Puiips. Where would you get the water if you put in the sys- 
tem? Our water table has gone down every year. 

Mr. Mumma. Mr. Fitzpatrick, what I am wondering about, in my 
mind, is this: I heard you say they were permanent buildings. Now 
in my mind, a permanent building is not frame and stuceo. I don’t 
know what they look like in California, but I do know what a frame 
and stueco, especially cement stucco, would look like in Pennsylvania 
after 10 years. 

Mr. Prius. They look the same in California after 10 years. It 
is cited as permanent construction, frame and stucco. That is an- 
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other one of the Housing Authority’s definitions like their permanent 
demountable, Mr. Mumma. That is one of their classifications of 
housing, permanent demountable. 

Mr. Frrzparrick. Mr. Mumma, you have to realize that these were 
built at the start of the period when materials were getting pretty 
stringent. Many of the projects which are classified as permanent are 
permanent in the sense of the ty pe of construction used, with the kind 
of materials that had to be used in those projects. They were not of 
the highest type. 

Mr. Mumma. Lanham type is much poorer type of construction. 

Mr. Firzparrick. Yes, sir, it is: and frankly, part of the problem 
was that you had to put them up in an awful hurry. You used the 
minimum types of construction that you could get. 

Mr. Mumma. Well, I will say this: I happened to be in New York 
voing over the Triborough Bridge last Saturday, and as you get over 
there, there must be a couple of hundred or more housing units there 
that are all boarded up. 

Perhaps it was over in Jersey, coming into New York. They were 
one-story frame; they are all boarded up, and I can see where they 

vouldn’t bring much more than that per unit. Do you know about 
that project 

Mr. Apponizio. Coming from New York to New Jersey ¢ 

Mr. Mum. Going out from LaGuardia Field over the Triborough 
Bridge. Allright. But I saw a lot of them that I wouldn't pay over 
a thousand dollars for. 

Mr. Mr. Chairman. 

The Cuaiman. Dr, Talle. 

Mr. Tauie. Considering the construction, those buildings would 
scarcely lend themselves to moving and being set up in another 
location ¢ 

Mr. Firzevrrick. No, these are fixed to the property. 

Mr. Tatie. That in itself would reduce their sale price, along with 
the water condition. 

Mr. Puiniirs. Mr. Chairman, I hope the committee will understand 
there has been no argument over the price. Whatever price is set 
as a fair price by the Housing Administrator, that is the one that will 
be agreed to. 

Mr. Parman. How much rent do the veterans pay now, Mr. Fitz- 
patrick 

Mr. Frraparrick. I will have to supply that for the record. 1 could 
give you a rough estimate, somewhere in the neighborhood of $30 to 
$40, not more th: an that. 

Mr. ParmMan. $30 to 840 dollars 

Mr. Frrzparnick. Yes, sir. 

Mr. Parman. Do you think they will coniplain if we sell these units 
for $350, and they pay about $35 a month for 10 months? You don’t 
think they would complain about that ¢ 

Mr. They haven't. 

Mr. Frrzparrick. There has been no complaint. 

Mr. Puituirs. They have known about this for a vear. 

Mr. Parman. It is all right with me, then. 

Who will fix the rents after they are sold ¢ 

Mr. The university. 

Mr. Parman. They might actually lower them. 
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Mr. Purtiums. They can’t charge very much more if they ave going 
to rent them to students and the faculty. 

Mr. Berrs. Mr. Phillips, did you tell us what the terms of the sale 
were / 

Mr. As faras know, cash. They may have to wait until 
the legislature appropriates the money. ; 

Mr. Bers. I didn’t know whether that was in the reeord or not. 

Mr. Putuuirs. Yes, sir; it is a cash sale. 

The Cuairman. Thank you very much, Mr. Phillips and Mr, Fitz- 
patrick. 

We have with us Mr. Downer, assistant legislative officer of the 


VFW. Mr. Downer. 


STATEMENT OF A. N. DOWNER, ASSISTANT LEGISLATIVE OFFICER, 
VETERANS OF FOREIGN WARS 


Mr. Downer. Mr. Chairman, members of the committee, I appear 
in opposition to the bill, pursuant to the established, long-established, 
policy of the Veterans of Foreign Wars, of opposing any reduction in 
veterans’ preference. I do not appear in opposition to the bill pursuant 
to a specific resolution of our organization opposing this particular 
transfer. 

Our first knowledge of this bill was this morning, on a check of the 
Congressional Record. Upon learning of the hearings we immediately 
sent a telegram to the department commander of the Veterans of For- 
eign Wars, in California, asking for them to advise us of the attitude 
of the veterans of California toward this transfer. 

In connection with it, I should merely like to mention that this hous- 
ing was built under the Lanham Act to house members of the Armed 
Forces during time of war. The Congress has previously seen fit to 

rovide that all such housing, when sold by the Government, should 
Pe sold with preference first to veterans in the purchase of the housing. 

Now, I have listened to Mr. Phillips’ statement in regard to the 
resolution of the city council of the city of Riverside, indicating that 
they would not supply water to 275 veterans if they ocenpied this hous- 
ing as owners of the housing. 

I do not question that that is true. Iam not aware of the cireiw- 
stances under which that resolution was adopted by the city council. 
I do not know if veterans appeared before the city council to present 
their side of the issue. 

It seems rather incredible to me that the city government would 
take a position of denying the supply of water that they have been 
furnishing to veterans in those houses if they purchased the houses. 
Although, of course, I do not mean to say that they would not. But 
I should like to have more inquiry into that phase of the matter. 

I think certainly it affects the price that the Government can obtain 
for the housing. 

Now the Government is appropriating a hundred million dollars a 
year to conduct a direct-loan program to make housing available for 
veterans. They are also conducting a home-loan program under 
which more than 300,000 loans are being guaranteed by the Govern- 
ment each year, to make housing available for veterans. 

Now here are 275 housing units that the Government built to house 
members of the Armed Forces during the war, owned by the Govern- 
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ment, and which the Government has previously determined should 
offered, first, to veterans as a preferential purchaser. 

Consequently, we wish to strongly urge the committee to take no 
final action in this matter until such time as we have had an oppor- 
tunity to get an expression of opinion from our organization in the 
State of California, as to their attitude in this matter. 

That, briefly, Mr. Chairman and members of the committee, is the 
position that I wish to present to you this morning. 

Mr. PatMan. You have not received any complaint from veterans 
in this area, I believe you said ? 

Mr. Downer. We have not, Mr. Patman. In fact, so far as I know, 
there is no knowledge of this particular legislative proposal to author- 
ize this transfer. 

One question that has occurred to me in regard to the matter of 
the supplying of water is that if there is some policy that the city 
government feels prohibits them from supplying water to a private 
individual outside of the city, that perhaps the veterans could buy 
these houses and form some sort of a cooperative or mutual water 
company which would take them outside of that established policy of 
the city. But I am inclined to think that there should be more 
inquiry into the matter and we would like to have the opportunity to 
get the views of the veterans in California. 

I must apologize to the committee for not having done so, but the 
fact of the matter is that we did not know of it until this morning, and 
I think it would be only a matter of a few days’ delay to permit us 
to make that inquiry. 

Mr. Prius. Mr. Chairman. will the witness yield to me for a very 
brief statement ? 

Mr. Downer. Certainly. 

Mr. Puiturrs. Two things, if I may: First, the resolution of the 
city council is, of course, a year old. So the fact that you have had 
no opposition to it in the ensuing year would be some indication of 
the fact that there is no opposition. 

But what I want to point out is that the witness, I think, assumes 
that the housing project is presently occupied by veterans. It is occu- 
pied by some veterans, and quite a number of nonveterans. ‘There is 
adequate housing in Riverside, in other parts of the city, which the 
veterans prefer, and which they are now occupying, under the vet- 
erans’ rights. They can buy the other houses Por a very low down- 
payment, and it is preferable housing. I didn’t want you to think 
that this was all occupied by veterans, and I think if you were here 
at the beginning of the hearings you heard it said that no veterans 
would be put out of the housing. 

Mr. Bouurne. Mr. Chairman. 

The Cuareman. Mr. Bolling. 

Mr. Boxiurne. This bill was introduced July 31, 1953. This is now 
May of 1954. It seems to me that the request of the witness is entirely 
reasonable, and that we should postpone action until they get a reply. 

The CuarrMan. Are there further questions of Mr. Downey ? 

Mr. O'Hara. Mr. Chairman. 

The Cuairman. Mr. O'Hara. 

Mr. O’Hara. I could not vote on this bill intelligently and in good 
conscience unless we were given more information. I would want the 
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matters we have asked Mr. Phillips about to be in the record before we 
vote. I think we certainly should have more time, and the Veterans 
of Foreign Wars and the other veteran organizations should be given 
the fullest opportunity to ascertain the sentiment of the veterans in 
California most intimately concerned, Le 

Mr. Parman. I think it would be preferable, Mr. Chairman, to put 
it off for a definite time, say 10 days or 2 weeks, but not long enough 
to interfere with passage at this session, for the purpose of letting the 
veterans’ organizations find out what the situation is. It would be 
embarrassing to us to have to retract what we have done, if we were 
to find out something which we don’t understand, or which Mr, Phil- 
lips doesn’t understand. He would want a chance and we would, too. 
I think it would be better to find out first before we pass on it. But 
I don’t want to do anything that would prevent Mr. Phillips from 
getting consideration at this session of Congress. 

Mr. Wipnatu. I would be in favor of giving additional time on this 
to get an answer, but I hope you will tell your people that it has been 
said at the hearings that none of the veterans presently in the project 
will be evicted. They will remain. 

Mr. Puituirs. That is correct. 

Mr. Parman. Indefinitely. 

Mr. Pintairs. There will probably be more veterans in the project 
after this goes through than there are now. 

Mr. Mumma. Would this be a very favorable project? It would 
provide the veterans who are getting the benefit of GL schooling to 
have a reasonably priced home adjacent to where they are going to 
school, 

Mr. Piniauips. That statement is made to me in the letter from the 
provost of the university. 

Mr. Mumma. In addition to the people who are going to be there 
a year or two, veterans, they wouldn't be much interested in acquiring 
the property when they would only have a short use for it, even 
though the price is low. 

Mr. Puiurrs. Mr. Chairman, if I may take just a brief time, these 
young men, the veterans who are students— 
veterans of World War II and Korea, are living inconveniently, considerable 
distances from the university campus. As you know, no housing of any kind, 
outside of Canyon Crest, which is adjacent to the campus. Our chief concern 
is for these young veterans with families, who Inust now incur the heavy trans- 
portation cost involved in living so far away from the university. 

Then he goes on to say that they have no intention of dispossessing 
the present veterans, and the vacancy turnover factor is sufficiently 
high to enable them to wait for vacancies in the present project. 

The Ciamman. Will you yield, Mr. Mumma’ 

Mr. Yes. 

The Cuairman. Who is that letter from ? 

Mr. Pures. Gordon S. Watkins, provost of the University of 
California. 

The CnairMan. May that be put in the record ¢ 

Mr. Certainly. 

The CuairrMan, I think that would be the basis for putting some- 
thing in the report, in accordance with that letter, stating there would 
be protection for veterans. 
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Mr. should add there: 


Because of lack of housing facilities near the campus, many veterans as well 
as nonveteran students are discouraged from enrolling with us, much to their 
disadvantage. 


The Cuamman. Will you make that available? 
Mr. Puiuirs. Surely. 
(The information referred to is as follows :) 


May 15, 1954. 
Mr. PAUL HoWarp INGMAN, 
Assistant County Service Officer, Department of Veterans’ Services, 
Municipal Auditorium, Riverside, Calif. 

Dear Mr. INGMAN: IT would like very much to present to you certain infor- 
Ination concerning university policy in case the special bill now before Con- 
gress should give the University of California the right to purchase at fair 
market value the Canyon Crest housing project. 

In the first place, I should like to indicate our complete agreement with all 
who are interested in veterans’ atftairs that the university has no intention what- 
soever of evicting veterans who now occupy Canyon Crest houses or any veteran 
Who might in the future find it necessary to move into those houses. Moreover, 
it would not be the policy of the University of California to increase the rents 
of Canyon Crest. In other words, the university as a State-supported institu- 
tion is as keenly interested in safeguarding the interests of the men who have 
served their country as are any other citizens in the Community. 

1 would also like to emphasize that the university’s chief interest in taking 
over the Canyon Crest project is to provide housing facilities iurst of all for 
student veterans who are just returning from NKorea and Europe to begin or 
to continue their college education. Of the 127 students enrolled this semester, 33 
ure veterans, Inostly from lorena but some from the army of occupation in 
kKurope. Of the GOO students we expect in September 1954, 200, or one-third, we 
anticipate will be veterans. Many of these young people have wives and children 
and most of those who are here this year are Commuting long distances to the 
university. They are paying comparatively high rents and are going to the 
expense of maintaining a car and providing gasoline and upkeep. All veterans 
will recognize that these couditious impose a heavy burden on young people who 
have served the Nation. Our principal interest is to enable these men and their 
families to live close to the campus Where reasonable rent and the absence of 
transportation costs will enable them to complete their 4 years of collegiate 
trainmg in the University of California at Riverside. 

I would also like to reeall to your mind the faci that these Veieruus are not 
able to attend private colleges where tuition charges range from aj prosimately 
$500 to approximately $750 a year. The University of California, including 
its Riverside campus, Charges no tuition but requires only a modest incidental 
fee of $42 a term, or SS4 a year. You readily see then why the University of 
California at Riverside necessarily becomes the institution which young veterans 
must attend. 

Permit me to express the hope that organizations like the American Legion 
and the Veterans of Foreign Wars will appreciate the position of these young 
veterans and go on record favoring the acquisition of Canyon Crest by the uni- 
versity if an agreeable purchase price can be reached between the Government 
and the university. I would like to point out the university is not seeking the 
Canyon Crest project as a gift but will consider the requirements of the fair 
market value. 

If my office can furnish additional information please let me know, 

Sincerely, 
GORDON S. WATKINS, Provost. 

Mr. Downer. Mr. Chairman, if I may, I would like to clarify this 
one point on which [Lam uncertain. Is the proposal of the University 
of California that this housing is to be owned by the university and 
rented to students, both veteran and nonveteran students, or is it also 
to be used as housing for the faculty of the university ¢ 

The CHuarrmMan, The testimony has been both. 
2 
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Mr. Priniirs. My correspondence would indicate that their primary 
rnought is for the students, and the housing would perhaps be more 
adaptable to the students, but I suppose if they had vacancies they 
would be glad to rent them to the younger members of the faculty. 

Is that right, Mr. Nisbet? 

Mr. Nisper. Yes, sir; that is correct. 

Mr. Puitiips. Mr. Nisbet is the dean of the university at Riverside. 

The Cuaiman. Do you think you could get word back here by 
next Tuesday or Wednesday ? 

Mr. Downer. I think we probably could, Mr. Chairman. However, 
unless there is great urgency in the matter, I should think it might 
be well to have a little more time in case of possible delays. 

The CuHarrmMan. I assume we will be in executive session on other 
matters next week. We can surely get the information back here 
by a week from Friday and that will give us ample time to get it on 
the Consent Calendar. 

Mr. Downer. A week from next Friday, Mr. Chairman ? 

The Cuarrman. Yes, sir. 

Mr. Puitiips. Whatever is satisfactory to the committee. We are 
not trying to force anything. We would like to move as rapidly as 
possible because of the approaching end of the session. I can get the 
information by tomorrow, and I think our friend of the VFW ought 
to be able to get his by next week. I can get the information that 
he wants by tomorrow, from the VFW. So he can certainly get it 
by a week from Friday. 

The CuHarrMAn. May we leave it this way: If the information comes 
to the committee previous to a week from Friday, then we shall act 
on it. 

Mr. Downer. That is satisfactory, Mr. Chairman. 

Mr. Puiues. That is very satisfactory, Mr. Chairman. 

The Cuarmman. If that is agreeable with the committee, we will 
recess these hearings until a week from Friday, or previous to that, 
if the information can be obtained. 

Is there a representative of the American Legion here? 

Mr. Kennepy. Mr. Chairman, I have not asked to be heard, but 
I join in the request that the matter go over for a week and we will 
make similar inquiries. 

The CHarrMan, Then we will stand in recess on this bill watil a 
week from Friday. 

(Whereupon, at 11:45 a. m., Wednesday, May 12, 1954, the com- 
mittee adjourned to Friday, May 21, 1954.) 

(The following telegrams and letters were subsequently received :) 


Riverside, Cauir., May 13, 1954. 


Congressman JOHN PHILLIPS, 
Washington, D. C.: 

VFW Post No. 7799 in a resolution passed on floor at a regular meeting wishes 
you to support the Canyon Crest project. Selling it to the University of Cali- 
fornia at Riverside. We feel that by their control it will benefit the veterans. 

Thank you very much. 


H. L. Scort, 
Second District Past Commander. 
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Riversipe, May 13, 1954. 
Hon. JoHN PHILLIPS, 
House Office Building, Washington, D. C.: 
Riverside Post 79, the American Legion, endorses the amendment to the Lan- 
ham Act giving UCR priority to purchase Canyon Crest housing project. 
G. H. BRINKMANN, Adjutant. 


Riversing, Cauiv., May 14, 1954. 
Congressman JOHN PHILIPS, 
House of Representatives, Washington, D. C.: 

Mack Rubidoux Post 1726, VF'W, Riverside, Calif., endorses the purchase of 
Canyon Crest property by University of California of Riverside for veteran 
bousing. 

JAMES A. ENGLUND, 
Commander VFW, Riverside, Calif. 


RIVERSIDE, CALIF., May 15, 1954. 
Congressman JOHN PHILLIPS, 
House Office Building, Washington, D. C.: 


Riverside Voiture, No. 394, Forty and Eight, of the American Legion, voted 
unanimously last night in favor of your bill to sell Canyon Crest housing project 
to the University of California at Riverside. We believe that in the circum- 
stances this would be in the best interest of veterans. 

JAMES J. WILLIAMSON. 


VETERANS OF FoREIGN WARS OF THE UNITED STATES, 
Kunsas City, Mo., May 18, 1954. 
Hon. Jesse P. Wo.cort, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D.C. 


DearR Mr. Worcort: Inquiry passed along to the Department of California, 
VIW, has failed to disclose any interest on the part of veterans in the Riverside 
area in purchasing the housing covered by H. R. 6773. I, therefore, wish to with- 
draw the objections of the national organization to this bill. 

Your courtesy and consideration in affording us an opportunity to make this 
inquiry is sincerely appreciated and I hope that it has not resulted in incon- 
venience to the committee. 

Respectfully yours, 
Omar B. Ketcuum, Director. 


AMENDMENTS TO SECTIONS 234, 24, AND : 
OF THE FEDERAL RESERVE ACT 
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AMENDMENTS TO SECTIONS 23A, 24, AND 24A, OF THE 
FEDERAL RESERVE ACT 


TUESDAY, JUNE 1, 1954 


House or RepreseNnTATIVES, 
ComMirree ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Chairman Wolcott (presiding), Messrs. Talle, McDon- 
ough, Betts, George, McVey, Merrill, Oakman, Stringfellow, Spence. 
Brown, Patman, Bolling, Barrett, and O'Hara. 

The CuHarrmMan. The committee will come to order. 

We will proceed this morning with the discussion of H. R. 9142. 
to amend sections 23A and 24A of the Federal Reserve Act. as 
amended, and, without objection, we will take up also at the same time 
H. R. 9144, a bill to amend section 24 of the Federal Reserve Act, 
amended. 

I suggest that we take them up together because we have with us the 
Comptroller of the Currency, who will probably find it convenient to 
discuss both bills at the same time. They are very short bills. 

(The bills are as follows :) 


{H. R. 9142, 83d Cong., 2d sess. | 
A BILL To amend sections 23A and 24A of the Federal Reserve Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the third paragraph of section 23A of 
the Federal Reserve Act, as amended (U. 8. C., 1952 edition, title 12, sec. 371c), 
is amended by deleting therefrom the words “on June 16, 1934,” and substituting 
in lieu thereof the word “solely”; and by deleting therefrom the words ‘‘or in 
maintaining and operating properties acquired for banking purposes prior to 
such date”. 

Sec. 2. Section 24A of the Federal Reserve Act, as amended (U. 8. C., 1952 
edition, title 12, sec. 371d), is amended by inserting after the words “investments 
and loans” a comma and the words “together with the amount of any indebted- 
ness incurred by any such corporation which is an affiliate of the bank, as defined 
in section 2 of the Banking Act of 1933, as amended,”. 


[H. R. 9144, 88d Cong., 2d sess.] 
A BILL To amend section 24 of the Federal Reserve Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the fourth paragraph of section 24 of the 
Federal Reserve Act, as amended (U. S. C., 1952 edition, title 12, sec. 371), 
is amended by adding in clause (d) the words “or the Small Business Adminis- 
tration” after the words “the Housing and Home Finance Administrator” and 
by adding the words “or of the Small Business Act of 1953,” after the words 
“Housing Act of 1948, as amended,”. 
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The Ciaiman. Mr. Gidney, we are very glad to have you with us. 
You may proceed in any way you see fit. 


STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER 
OF THE CURRENCY 


Mr. Gipney. Mr. Chairman, gentlemen 

The Ciurarrman. If you would like to take them up in order, Mr. 
Gidney, we have 9142 as the first one. 

Mr. Gipney. H. R. 9142 would amend section 23.4 of the Federal 
Reserve Act (U.S. C., 1952 ed., title 12, see. 871¢) by making the provi- 
sions of that section inapplicable to bank affiliates engaged solely in 
holding bank premises, and would amend section 244 of the Federal 
Reserve Act (U.S. C., 1952 ed., title 12, see. 371d) by requiring that 
indebtedness of bank affiliates engaged in holding bank premises must 
be included as part of the bank’s mvestment for the purposes of the 
statute. 

At the present time sections 23.4 and 244 of the Federal Reserve 
Act ave inconsistent in that section 244 apparently permits banks to 
invest amounts up to 100 percent of their capital in the stock of a cor- 
poration which owns the bank premises, while section 23.A. prohibits 
a bank from investing more than LO percent of its capital and surplus 
in the stock of any affiliate of the bank. There are certain exceptions 
to the limitations of this statute, one of which is for affiliates of the 
bank engaged on June 16, 1954, in holding the bank premises. Because 
of this exception it is evident that section 23. applies to corporations 
holding bank premises, but which did not hold bank premises on Jine 
16, L954. 

The proposed legislation would eliminate this inconsistency by mak- 
ing section 23.4 completely inapplicable to corporations engaged 
solely in holding bank premises. Since national banks may invest up 
to 100 percent of their capital directly in bank premises no reason is 
apparent why they should not be allowed to invest the same amount 
in the stock of a corporation engaged solely in holding the bank prem- 
ises. Either way, the bank’s investment represents bank premises 
directly or indirectly. The first section of H. R. 9142 would permit a 
bank to invest up to 100 percent of its capital in a corporation holding 
the bank premises. 

The existing provisions of section 24A of the Federal Reserve Act 
provide that: 


No national bank, without the approval of the Comptroller of the Currency, and 
no State member bank, without the approval of the Board of Governors of the 
Federal Roserve System, shall (1) invest in bank premises, or in the stock, bonds, 
debentures, or other such obligations of any corporation holding the premises of 
such bank, or (2) make loans to or upon the security of the stock of any such 
corporation, if the aggregate amount of all such investments and loans will exceed 
the amount of the capital stock of such bank. 

It has been found that some banks, partienlarly during the past 
6 years, have formed wholly owned corporations in whose stock they 
have invested a portion of their capital and erected banking houses 
costing in excess of the bank’s capital stock, using funds borrowed by 
the corporations from other sources, usually insurance companies, 
secured by first mortgages on the buildings. 

Several years ago, the Comptroller of the Currency ruled that the 
amount of the direct investment of a bank in its banking house, plus 
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the amount of any mortgage indebtedness thereon, whether or not 
the bank was liable on the mortgage, plus the amount of any invest- 
ment by the bank In a corporation formed for the purpose of owning 
or holding title to a banking house, must be combined and, if the 
aggregate amount Is in excess of 100 percent of the bank’s capital 
account, the prior approval of the Comptroller had to be obtained. 
This ruling was based on the Comptroller's interpretation of the 
meaning of section 24A of the Federal Reserve Act, and all national 
banks concerned have agreed with the logic of his ruling and have 
complied therewith. However, the Comptroller's legal counsel agrees 
that the wording of section 244 should be clarified so as to eliminate 
the necessity for a special ruling on the matter. It is to achieve this 
Spe that the amendment to section 24A, section 2 of the proposed 

ill, is suggested. It would provide that there must be included as 
part of the bank’s investment in banking premises, all indebtedness 
incurred by any affiliated corporation holding the bank premises. 
This, it is believed, will clarify the existing statute so that all national 
banks investing directly and indirectly more than 100 percent of their 
capital in banking premises must obtain the prior approval of the 
Comptroller of the Currency. It necessarily follows that under simi- 
lar circumstances, the prior approval of the Board of Governors of 
the Federal Reserve System would have to be obtained by State 
member banks. 

For the reasons stated, we recommend that H. R. 9142 be enacted. 

I would be glad to respond to any questions, Mr. Chairman, on that 
bill. 

The Cnairman. Are there any questions with respect to H.R. 9142 / 

I might savy Mr. Folsom, Acting Secretary of the Treasury, sub- 
mitted an executive communication to the Speaker, which was referred 
to the committee. 

Without objection, that may be inserted in the record. 

(The statement referred to is as follows:) 

TREASURY DEPARTMENT, 
Washington, April 14, 1954. 
The SpeaAKER OF THE HOUSE OF REPRESENTATIVES. 

Dear Mr. SPEAKER: There is transmitted herewith a draft of a proposed bill to 
amend sections 23A and 24A of the Federal Reserve Act. 

The purpose of the amendment to section 23A is to eliminate the inconsistency 
which now exists between that section and section 24A of the Federal Reserve 
Act. This would be done by making the provisions of section 23A inapplicable to 
affiliates engaged solely in holding bank premises. The provisions of section 24A 
would remain applicable to all member banks and would enable them to invest 
amounts up to 100 percent of their capital stock in either the bank premises 
directly or in the stock, bonds, debentures, or other obligations of a corporation 
engaged solely in holding the bank premises, 

The amendment to section 244A is to prevent violations of the spirit and intent 
of that section through the device of controlled subsidiary corporations. 

A memorandum which more fully explains the proposed legislative changes is 
attached. The Treasury Department recommends that the proposed legislation 
be enacted into law. 

It would be appreciated if you would lay the proposed bill before the House of 
Representatives. A similar proposed bill has been transmitted to the President 
of the Senate. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the snbmission of this proposed legislation to the Congress, 

Very truly yours, 


M. B. Fotsom, 
Acting Secretary of the Treasury. 
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RE PROPOSED AMENDMENTS TO SECTIONS 23A AND 24A OF THE FEDERAL RESERVE ACT 


Section 24A of the Federal Reserve Act provides, among other things, that no 
national bank and no State member bank may invest an amount greater than the 
amount of its capital stock in bank premises, or in the securities or obligations of a 
corporation holding the bank premises without the approval of the Comptroller 
of the Currency or the Board of Governors of the Federal Reserve System, as the 
case nay be. By virtue of this provision, there is no question as to the right of a 
national bank to invest up to the amount of its capital stock in bank premises 
which it owns directly. However, where the bank premises are not owned directly 
by the bank but instead are owned by an affiliated corporation, the question as to 
the permissible investment by the bank is complicated by the provisions of section 
23A of the Federal Reserve Act. 

Section 23A contains a general prohibition against a national bank's investing 
in any one affiliate an amount exceeding 10 percent of its capital and surplus. As 
originally enacted in the Banking Act of 1933, a number of exceptions were pro- 
vided, the first of which covered an affiliate “engaged solely in holding the bank 
premises.” The Banking Act of 1935 deleted the word “solely” but added the 
words “on June 16, 1934,” so that the exception now applies only to affiliates “en- 
gaged on June 16, 1934, in holding the bank premises.” This amendment has made 
it difficult to interpret sections 23A and 24A in a harmonious manner, for there 
appears to be no possible construction which does not result in a partial disregard 
of the expressed or implied purpose of one section or the other. 

After thorough consideration of this problem, the Office of the Comptroller of 
the Currency took the position that, in view of the specific exemption from section 
23A of affiliates which were engaged in holding the bank premises on June 16, 
1934, the provisions of that section must be applied to an affiliate which began 
holding the bank premises subsequently to that date. Thus, while a bank may 
invest an amount not greater than 100 percent of its capital stock directly in a 
bank building whieh it owns, it may not invest more than 10 percent of its capital 
and surplus in the securities or obligations of an affiliated corporation engaged 
in holding the bank premises if that corporation acquired the premises after 
June 16, 1934. 

As would seem inevitable, the conflicting statutory provisions have created 
confusion among bankers who read section 24A as authorizing them to make an 
investment amounting to not more than 100 percent of their capital stock in 
bank premises either by direct ownership of the premises or through the owner- 
ship of stock in an affiliated corporation holding the bank premises. Accordingly, 
it is deemed desirable to propose legislation to eliminate the statutory conflict. 

There would seem to be no real reason why if banks can invest amounts up to 
100 percent of their capital stock in bank premises directly, they should not be 
allowed to do so indirectly through ownership of stock in a corporation owning 
the bank premises provided that the activities of that corporation are so re- 
stricted that if cannot engage in any activities other than owning and operating 
the building or buildings in which are housed the oflices of the bank. 

Therefore, it would seem that the conflict could be eliminated by making 
section 23A of the Federal Reserve Act completely inapplicable to corporations 
engaged solely in holding the bank premises. This would restore to section 
24A its full effectiveness and would permit a bank to invest amounts up to 100 
percent of its capital stock in a corporation holding the bank premises, but 
engaging in no other activities. The proposed legislation would accomplish 
this purpose by substituting the word “solely” for the words “June 16, 1934,” 
in section 283A. The provisions of section 23A would thus remain applicable to 
corporations engaged in holding the bank premises and also engaged in other 
activities, but not to those engaced solely in holding the bank premises. 

The proposed amendment would also delete from section 23A the words “or in 
maintaining and operating properties acquired for banking purposes prior to such 
date.” These words were evidently put in the statute to make it clear that a 
corporation holding the bank premises could maintain and operate the buildings 
in which the bank offices were located, even though the buildings might have 
other tenants. It is believed that these words are unnecessary. By the words 
“engaged solely in holding the bank premises” is meant a corporation which 
does nothing except whatever is necessary in connection with the ownership, 
management, and operation of the building or buildings in which are housed 
the offices of the bank, whether or not such building or buildings have other 
tenants. In other words, the use of the word “solely” would not exclude from the 
exception to section 23A a corporation owning and operating a multistoried build- 
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ing of which the bank occupied only a few floors. It has long been customary 
practice for bank buildings to contain office space which it is contemplated will 
be rented out to other tenants, and certainly it would be an uneconomical use of 
land in crowded cities for it to be otherwise. 

Some banks have attempted to avoid the limitations contained in section 24A 
of the Federal Reserve Act by setting up controlled subsidiary corporations 
which, with funds borrowed from other sources, could construct and hold bank 
premises costing far in excess of the bank’s capital stock. Such arrangements 
would be inconsistent with the spirit and intent of section 24A of the Federal 
Reserve Act, which limits investments in bank premises by national banks and 
State member banks to the amount of their capital stock, except with the con- 
sent of the Comptroller of the Currency or the Board of Governors of the Federal 
Reserve System, as the case may be. Accordingly, in order to avoid this possi- 
bility it is recommended that section 24A of the Federal Reserve Act be amended 
so as to require the consent of the appropriate supervisory authorities in cases 
of this kind. This could be accomplished by inserting after the words “invest- 
ments and loans” in section 24A a comma and the words “together with the 
amount of any indebtedness incurred by any such corporation which is an 
affiliate of the bank, as defined in Section 2 of the Banking Act of 1933,”. 


A BILL To amend sections 23A and 24A of the Federal Reserve Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the third paragraph of section 23A of the 
Federal Reserve Act, as amended (U. S. Code, 1952 ed., title 12, see. 371¢), is 
amended by deleting therefrom the words ‘on June 16, 1934,” and substituting 
in lieu thereof the word “solely”; and by deleting therefrom the words “or in 
maintaining and operating properties acquired for banking purposes prior to 
such date.” 

Sec. 2. Section 24A of the Federal Reserve Act, as amended (U. S. Code, 
1952 ed., title 12, sec. 371d), is amended by inserting after the words “investments 
and loans” a comma and the words “together with the amount of any indebted- 
ness incurred by any such corporation which is an affiliate of the bank, as defined 
in Section 2 of the Banking Act of 1933, as amended,”’. 

Mr. Merrit. Mr. Chairman, is this directed against any particular 
situation ? 

Mr. Gipnry. No. This is not directed against any particular situ- 
ation, It is designed, first, to correct an inconsistency between these 
two sections, and, secondly, as a general proposition, to recognize the 

problems which the banks have today in putting their banking houses 
into shape to meet the demand of the day. That is. a great many 
banks are finding it necessary to build new banking houses. The costs 
are high and frequently they can do it better by having a corporation, 
Sometimes they keep down their own investment by allowing an in- 
surance company to make a loan. The proposed change is of general 
application. There is no situation we are proceeding against. We 
have had no problems or difficulties. The banks have all been willing 
to bring their plans in and we have been able to approve those that 
have been brought in, generally speaking. 

Mr. Merritt. So there is no objection from any substantial number 
of bankers to this? : 

Mr. Gipney. I cannot believe there could be. We are not aware of 
any, and I do not believe there could be any objection. 

Mr. Merritt. Thank you. 

Mr. Parman. Mr. Gidney, does this change the law so that they 
can make loans longer than the present period of loans? Is that 
the object of it? In other words, up to 10 years, or something like 

Mr. Gipney. No. That has nothing to do with that subject. This is 
only on the banking houses. 
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Mr. Parman. That is 91447 

Mr. Gipney. 9142 we are on. 

Mr. Parman. That is the one I want to ask you about, too. It is 
about the subsidiaries. 

Mr. Gipney. Yes. 

Mr. Parman. I do not want to extend any law that will make it 
easier for subsidiaries or branches. Would this make it easier for 
a bank to have a subsidiary and to strengthen its subsidiary 

Mr. Gipney. I don’t believe so. This refers only to a subsidiary 
engaged in holding the banking house. 

Mr. Parman. In other words, like the First National Bank at the 
town of “X.” First National Co. would hold or be the corporation 
to own the banking house for the First National Bank? 

Mr. Gipney. That is right. 

Mr. Parman. Is that the way it is? 

Mr. Gipnry. That is right. This inserts the words “engaged solel 
in holding the bank premises of the member bank.” This is a_bill 
having to do only with an affiliate which is engaged solely in holding 
the banking house. In other words, this isn’t very different. 

Mr. Parman. That is not a subsidiary to the extent it is a different 
bank or branch or another banking facility? It is not another banking 
facility? 

Mr. Gipney. It isn’t another anything except holding the banking 
house. 

Mr. Parmayn. The holding company holds that particular building 
for the particular bank and it doesn’t include any policy or theory 
of Government about subsidiary banking ? 

Mr. Gipney. I would say not. 

Mr. Spence. Does this enlarge the powers of the Comptroller of 
the Currency and the Federal Reserve in regard to these matters? 

Mr. Gipney. I would think it does not enlarge them, except as to 
clarification, perhaps. We think we can add together the direct in- 
vestment in the bank building plus a mortgage on it in arriving at 
what the national bank can properly and legally invest. 

Mr. Spence. You still have supervision over those investments 
under this act, as you did heretofore, and the Federal Reserve has 
supervision over the State member banks? 

Mr. Gipnry. Yeg, sir. 

The Ciaran. Are there any questions with respect to this bill? 

I suggest inasmuch as Mr. Gidney is here he might cover both 
H. R. 9142 and H. R. 9144, and if it is agreeable, Mr, Gidney, you may 
proceed with 9144. 

Mr. Gipnry. Mr. Chairman and members of the committee: Section 
24 of the Federal Reserve Act (U.S. C., 1952 ed., title 12, sec. 371) 
permits national banks to make loans secured by first liens upon real 
estate but imposes certain restrictions and limitations upon such loans. 

The Small Business Administration was established during 1953 to 
carry out the declared policy of Congress that the Government should 
aid and assist small-business concerns. The Administration is em- 
powered to make loans to small-business concerns for various purposes, 
among which are to finance plant contruction, conversion, or expan- 
sion, including the acquisition of land. In order to protect itself ade- 
quately against loss on such loans the Administration often finds it 
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necessary to accept real-estate security. ‘The terms and conditions of 
loans so secured are frequently such that they will not qualify under 
section 24 as eligible investments for national banks. 

Thus, national banks are prohibited by Federai law from participat- 
ing with the Small Business Administration in the making of such 
loans—that is, loans where real estate is taken as security, and which 
are not conforming to the strict requirements of section 24 for real- 
estate loans by national banks—even though they are ready and willing 
to do so, and even though it is national policy to aid small business. 
It is to resolve this conflict of congressional policy that this legislation 
is proposed, 

Substantially the same problem arose in connection with loans made 
by the Reconstruction Finance Corporation. In that case the matter 
was resolved by amending section 24 to except from the restrictions and 
limitations of that section loans made to established industrial or com- 


~mercial businesses in which the Reconstruction Finance Corporation 


cooperated or purchased a participation. 

The proposed legislation would except from the restrictions and 
limitations of section 2+ loans made to established industrial or com- 
mercial businesses in which the Small Business Administration co- 
operates or purchases a participation. 

It is believed that enactment of this legislation will be consistent with 
the expressed desire of Congress to extend maximum aid to small 
business, and will in no way be harmful to the national banking system. 

We recommend that it be enacted. 

The Cuairman. Are there questions of Mr. Gidney with respect to 
this bill? 

Mr. Parman. I want to ask a question, Mr. Chairman. 

Does this allow more than the present period of a loan? In other 
words, does it permit going up to 10 years In making loans ¢ 

Mr. Gipney. I think that it takes such a loan out of the restrictions. 
I think that it probably would permit more. It would permit such 
loan as the Small Business Administraiton could participate in. 

Mr. Parman. I would like to know, Mr. Gidney, specifically what 
this would do. It is in such general terms and the bill is so written 
as to not give us any information, and if you could tell us what the 
present law is and then tell us what this would do in the way of 
making changes, I think it would be the most helpful to us. 

Mr. Guwney. I think perhaps I could cover that most readily b 
referring to the limitations of section 24, which you have in mind. 
They are 10 years for real-estate loans, and a certain percentage of 
the appraised value, and a first mortgage, and all those things. 

Now, for the present law, it makes an exemption for a loan in which 
the RFC cooperates or purchases a participation under the provisions 
of the Reconstruction Finance Corporation Act. 

Mr. Parman. I notice you said in your testimony that was done 
for the RFC. 

Mr. Gipney. That is right. The purpose of this is to extend for 
the Small Business Administration that exemption which was made 
for RFC loans in that respect. 

Mr. Parman. Who requested this? 

Mr. Gipney. I believe the Small Business Administration. 

Mr. Parman. Are their representatives here this morning? 

Mr. Giwney. I am not aware whether they are or not. 
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Mr. Parman. I would like to interrogate the Administrator of the 
Small Business Administration. ; 

Pee you acquainted with what they are doing or not doing, Mr. 
idney 

Mr. Gipney. In a general way. I was with the director in Pull- 
man, Wash., when he gave his talk and told of their efforts to make 
their loans in cooperation with the banks. And so I have only that 
general knowledge. 

Mr. Parman. I think he is pursuing a policy that will not help 
the small concern. In fact. the information I get, Mr. Gidney, there 
are thousands of people every day going to these offices. They are 
trying to get applications considered for loans. They take lots of 
time filling out applications. They go back home. They get ap- 
praisals made. They get engineers to help them, and they rush back 
to the nearest SBA office to get all that filed. They have done that 
now for months and months and months and about a week ago, when 
T had an inquiry answered about the number of loans they had actually 
disbursed, there were fewer than 50 in the entire United States of 
America, and about 25 of those were bank-participation loans, and 
the others, about 23 or 24, were direct loans. 

Now, if we had wanted to require the use of banks in that we 
wouldn't need any Small Business Administration. The reason you 
uieed one is because the banks have failed to perform their duties to 
jocal people by making loeal loans, and now, then, for the Small Busi- 
ness Administration to demand local bank participation, that is re- 
quiring something that he doesn’t get in the first place, or he won’t 
go to SBA. 

Mr. Merritt. Will the gentleman yield? 

Mr. Parman. I yield. 

Mr. Merricx. I would like to differ with the gentleman on that. I 
think we have definitely wanted to assure ourselves that the local 
banks would, if at all possible, participate in this. When we approved 
this small-business legislation we were expressly trying to avoid any 
large-scale direct loan program. At least that was my understand- 
ing when I voted for the measure, and I think the majority felt that 
way, too. 

i r. Parman. It is desirable where it can be done, but to just insist 
on it to the extent you just run these poor people to death, and you 
cause them all kinds of trouble and expense, spinning their wheels 
expecting to get something, and don’t get anything, I venture to say 
there is more money being — today on pursuing applications for 
small-business loans in the United States than all the applicants will 
receive in a whole month—I mean total. That is just ridiculous. It 
isa disgrace. It is shameful. 

As a Member of the United States Congress I am ashamed of an 
organization that we put into effect that would cause people to run 
themselves to death, and spend money like they are and with so little 
hope of actually getting anything, and after 10 months’ time 50 loans 
in the entire United States, 2 to the State. That is nothing. That is 
holding out false hopes to the people. That is a waste of manpower. 
That is adding insult to injury. That is pouring salt into the wound. 
That is not helping the people. That is harming the people. 

I would like to interrogate the Administrator who is in charge of 
it before passing on this bill. 
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Mr. Gipney. I think he would have to speak for himself, sir. 

Mr. Parman. I want to do that before we pass on this bill, Mr. 
Chairman. 

The Cuarrman. For clarity, there should be some statements made 
in that respect. The information which comes to me is that there have 
been 120 direct loans for a total of $6,441,000. 

Mr. Parman. Mr. Gidney, there is a little monkey business in these 
figures. 

The Cuairman. I am not familiar with monkey business. 

Mr. Parman. I am, on this particular matter. 

The Cuairman. On May 20 total loans approved, 342. 

Mr. Parman. Sounds good, but I am talking about loans actually 
disbursed, where they sent the money out. That is what I am talking 
about, and there is a big difference there, a big difference. 

The Cuatrman. There are 222, if I may proceed, bank participa- 
tions for $13,680,000. 

Mr. Parman. How much has been paid out of that # 

The Cuarrman. It says here 120 direct loans for a total of $6 million. 

Mr. Parman. I don’t dispute that. It sounds good. That is what 
is fooling the people. That is what is giving them incentive to leave 
their homes at 4 o’clock in the morning and drive 200 miles to the 
nearest small-business office, and spin their wheels there all day in 
filing out applications and running back home and getting aflidavits 
and statements from appraisers and reports from engineers, and run- 
ning back and forth for weeks. Then they write to Congress asking 
what is wrong. 

I am talking about disbursed loans, and if the chairman will find 
out he will revise his estimate. 

The Cuairman. If the gentleman will yield, this bill aids these 
participations. It does not narrow the act at all. 

Mr. Parman. It just holds out more hope and fools more people. 

The Cuarrman. If it holds out more hope, then there will be more 
disbursements. 

Mr. Parman. I know. But there will be more wheel spinning. They 
will work harder and harder and get less and less. 

The Cuairman. I do not know whether the Federal Reserve Act is 
the agency for that. There is no reason why we should not have small 
business in. 

Mr. Parman. It is fooling the people and causing them to spend 
their dollars on every loan they get. It is the worst bill the Govern- 
ment ever sponsored like it is. I want to have the Administrator up 
here, and ask him some questions before we pass on this. 

The Carman. We can’t very well have it today. 

Mr. Gipney. Mr. Chairman, the purpose of this is to facilitate the 
loans and will do so in a measure. 

The CuHarrman. If they want to make the loans this would make it 
easier for them to make the loans? 

Mr. Gipney. This is a necessary change; yes, sir. 

The CuHarrman. If they don’t want to make the loans the Comp- 
troller’s Office cannot make them make the loans. It cannot make 
them make the loans. 

Mr. Patman. This will dress it up and make it look nicer and entice 
more people who will later find out that they were suckers. 

The Cuarrman. Let us put some tinsel in it and make it easier. 
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Mr. Parman. They havea dead horse on their tail. 

Mr. Merriti. Mr. Chairman, I think it is recognized that this par- 
ticular provision is necessary and it wouldn't do any harm. I, for 
one, do not wish to have to sit through an investigation of the entire 
Federal Reserve System and the Small Business Administration just 
to get enough evidence to pass on a simple bill like this when we 
realize it isn't nec essary. 

The Cuarrman. I can assure you, Mr. Merrill, there is not going to 
be any investigation for a while. We have had enough investigations. 

Mr. McDonoven. Mr. Patman, do you have any assurance that these 
people running back and forth to SBA are getting a runaround ? 

Mr. Parman. They are getting a runaround, 

Mr. DcDonovcH. What assurance do you have? 

Mr. Parman. The assurance is that of the thousands of applications 
being considered every day and practically none being granted, and 
after 50 applications have been disbursed. Mr. Wolcott read off the 
correct: information about loans approved. I don’t dispute that. 
That is not the point. It is getting the money into the hands of the 
people that need it. They don't disburse it. Fewer than 50 loans have 
been disbursed in 10 months’ time, an average of 2 to the State, in the 
United States. That is terrible. You know that alone is enough to 
excite your curiosity. 

The Cuairman. Do we not have a Small Business Committee 
which is set up to watch this situation ¢ 

Mr. Parman. Yes. We gave them the devil in our last report. 

Mr. McDonoveu. You are a member of the committee. 

Mr. Parman. Yes,sir. We are not the ones that have the legislative 
authority. This committee has the legislative authority. 

The Cramman. I never knew of a case yet Where any member of 
the Small Business Committee refused to introduce any legislation 
that he felt was necessary or essential for the benefit of small business. 

Mr. Parwan. I haven't either. I am for abolishing it like it is 
right now if we cannot get assurance of better administration, Put 
the whole thing out and it would render the people a great service 
if it is to continue as it is. 

Mr. McDonoven. They would have no service, then. You made 
the statement those who make applications are eligible. 

The Cuairman. You could have a hearing every month or every 
week. Every Monday, as sure as Monday comes, I get a report from 
the Small Business Committee. 

Mr. Parman. That is right. Read it and find out how many loans 
are disbursed. 

The Cramman. If they haven’t disbursed any, then you should 
give us a letter on those disbursed and all the activities with respect 
to small business. It isn’t the province of this committee to do it. 

Mr. McDonovuen. Isn’t it reasonable that everyone can make an ap- 
plication, but everyone isn’t eligible for a loan, and so out of the 
many, many people who make applic ations you would have to sep- 
arate those who are not eligible and haven’t got security enough to 
even guarantee a loan from small business ¢ 

The Cuairman. That is right. 

Mr. Parman. I am saying that any organization that has an au- 
thorization of $250 million operated 10 months and interviewed thou- 
sands and thousands of people, and caused people to travel millions 
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of miles, and then grant an average of 2 loans to the State in 10 
months’ time, fewer than 50 loans in the United States of America, 
that alone is sufficient to excite your curiosity. I have just checked 
with the House committee and I am advised as of May 27, a total of 
26 direct loans had been disbursed amounting to $1.406,734.33. 

The CHarrman. Strang€ly enough, I haven't received any com- 
plaints against the Small Business Administration since it was set up. 
There have been some disgruntled people who haven't been able to get 
their loans. I will grant you that. 

Mr. Parman. That is always the case. Iam talking about genuine 
applications. 

The Cuarrman. We don’t know whether they are genuine or not. 
It isn’t the province of this committee to look into that. It is the 
province of this committee to make it as easy as possible for the 
machinery to operate, and that is what this bill does. We make it 
easier, [ assume, for the banks (0 participate in these loans. 

Mr. McDonoveu. What is the regular order, Mr. Chairman ? 

The Cuairman. The regular order is the examination of the wit- 
ness, | guess. 

Mr. Mr. Chairman. 

The Ciaran. Mr. Merrill. 

Mr. Merritt. What was the reason for having these special restric- 
tions on real-estate loans in the standard case ¢ 

Mr. Gipney. That goes back into national-bank history. I am not 
really prepared to give you a good discussion of it. It is not too 
many years ago that national banks could not make real-estate loans 
at all. When I was a boy in the banking business you could not 
make them at all, and when they were given the power it was sur- 
rounded with what were thought to be appropriate restrictions, which 
are designed to have those loans of first-class character. They are 
pretty high grade. 

Mr. Merritt. There are limitations on the term ? 

Mr. Gipney. There are limitations on the term and the amount of 
the loan relative to the appraisal, and, of course, exceptions are made 
for those which are guaranteed by the FHA, or the Veterans’ Admin- 
istration, and exception will be made here for those which are partici- 
pated in by the Small Business. Similar exceptions were made for 
loans participated in or guaranteed by the RFC or the Federal Reserve 
banks. However, these loans probably are not in the first instance 
real-estate loans. They are probably loans to a business, and the real 
estate is taken as an incidental. The man may be engaged in this, that, 
or the other business, and when you make this kind of loan you natu- 
‘ally take any security you can, and it might be a second mortgage. 
It might be anything. To answer your question, we believe it desir- 
able to have a high standard for real-estate loans by national banks, 
and they have done well with those. 

Mr. Merritt. Is security the main reason for this provision in the 
law limiting the type of real-estate loans you have ? 

Mr. Gipney. Well, security, yes. I think security in a broad sense 
would be the answer. We recognize a real-estate loan is not a very 
liquid thing, even the best of them, but if they are really high quality 
we think the banks can get along well with them. 
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Mr. Merritt. On an FHA loan, for instance, you have a complete 
guaranty on the money, don’t you ? 

. Mr. Gipney. I believe the guaranty is complete on the FHA. 

Mr. Merritz. On the RFC loan or on this loan, if there is participa- 
tion, the type of security or the type of guaranty the Government is 
giving the bank is something different thin FHA, isn’t it? 

Mr. Gipnry. Yes. Usually on an RFC loan or on a small-business 
loan—I know the RFC better—the RFC might take half of the risk, 
it might take 75 percent or as much as 90 percent. The bank might 
take the 10 up to a half or larger. And to make the best possible 
protection on that loan they will take real-estate security maybe of 
not great value, that might only be remote in its value, but which in 
the showdown may cause them to come out without loss, and the banks 
under the existing law are freed from the restrictions of section 24 
if they participate with RFC in such a loan. 

Mr. Merriwz. As I understand the real-estate mortgage will never 
be anything more than just some additional security in these small- 
business loans ¢ 

Mr. Gipney. It might be quite important, but it may range all the 
way from being quite important down to marginal importance. If 
it isa manufacturing deal it might be the plant, for instance. 

Mr. Merriui. Under the terms of this bill if the Small Business 
Administration would take 10 percent of a loan, then a national bank 
would go ahead and just take a straight real-estate mortgage for 90 
percent of the total loan? Isn’t that right ¢ 

Mr. Gipney. Technically, that would be possible That is hardly 
conceivable as they are made, because usually the bank takes the small 
percentage in a loan of this character—less than half. 

Mr. Merritt. What 1am wondering about is this: If there is any 
validity to the restrictions that are placed upon real-estate loans in 
the standard case, if there is any reason for that provision, then is 
this bill removing some of that reasonable protection and leaving the 
protection of the bank against the unwise real-estate loans solely to 
the discretion of the Small Business Administration and to the bank 
management? In other words, are we exposing the banks without 
statutory protection to a situation which in the standard real-estate 
loan we think they need statutory protection / 

Do you get the point I am trying to make there? 

Mr. Gipney. vox I think this realizes these are different types of 
loans. These presumably are business loans with business risks. They 
are more than the normal business risk. There we have the guaranty 
of the SBA. 

Mr. Merrtun. That might be a small part as distinguished from 
FHA where the total loan is made. 

Mr. Gipney. It could be, of course. In the usual course it would 
not be. I think it would be very rare where the bank would be in for 
as much as half of the risk where they cooperate together. 

Mr. Merrity. Tam not trving to make an adverse argument against 
this bill. but I often think that where statutes have been on the books 
and you still think they are good, in order to give protection, then is 
it wise to eliminate that statutory protection in a given field where 
you haven't replaced the statutory protection with some sort of Gov- 
ernment guaranty of the loan as you do in FHA? 


MISCELLANEOUS HEARINGS 31 


It looks to me as if what we are doing here is to expose the banker 
to a type of risk against which they are protected by statute ordinarily, 
and the only protection they have here is the discretion of the Ad- 
ministrator of the Small Business Administration, plus their board of 
directors, and that hasn’t been considered sufficient in real-estate loans 
in the standard case. 

Now, why the exception? You can say, well, there is some protection 
given, but 1t could conceivably be only 10 percent or 5 percent of the 
loan, couldn’t it? 

Mr. Gipney. It usually works the other way. Usually the risk is 
only 10 percent of the loan. 

Mr. Sf sisted I realize that. The question I have would be this: 
Do you think possibly this statute should be so worded that the ex- 
posure under this would not exist if the security provided by the 
real estate exceeded a certain amount of the total loan 4 

Mr. Gipney. I think that would be unnecessarily complicating. 
We have quite a little experience in working with these loans, or the 
banks working with these loans with the RFC, and it has been satis- 
factory experience, and there is a similar provision in section 13 (b) 
of the Federal Reserve banks to participate in loans, and similar ex- 
ceptions granted, and experience has been favorable. 

Mr. Merrie. It has been exactly this type loan ‘ 

Mr. Groney. Just about this type loan, over about 18 vears. 

Mr. Merriti. The elimination of statutory protection has been just 
as complete as in this case / 

Mr. Gipney. Just the same, T think. 

Mr. Merritn. With the backlog of experience vour office has, you 
think, this possibility T raise is just a shadow ¢ 

Mr. Gipney. T think it is minor. T think vou will find the banks 
will only go in for a moderate part of the risk, and that the experience 
has shown that they get along pretty well with them. 

Mr. Merritt. We can safely ignore this possibility [ raised ? 

Mr. Gipney. I think so. 

Mr. Parman. I want to ask you some more about this 10-year busi- 
ness, Mr. Gidney. 

That would just permit the SBA to get an exception on a 10-year 
loan on real estate. Of course, it wouldn't permit any other concern 
since the RFC is going out of business. No other Government agency 
would be allowed to do that ? 

Mr. Gipney. Tam not sure, Mr. Patman. Tam not informed as 
to what the length of loan the Small Business Administration can 
make. IT suppose there are limitations, but I do not have them. 

Mr. Parman, It is 10 years. 

The truth is, isn’t it, this is not only to make an exception as to 
real-estate loans, but all other loans. Like it is now a commercial 
bank is supposed to be in a more liquid position or a liquid condition 
than one would be if it made long loans. and, therefore, they don’t make 
10-year loans. Isn’t this for the purpose of permitting a small-busi- 
ness loan to be participated in by a local bank, although it is in viela- 
tion of present rules, requirements, and restrictions and limitations 
as to time, whether it is real estate or not real estate / 

Mr. Gionry. Banks have some discretion as to time on so-catled 
term loans. They can make other loans for longer terms. 
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Mr. Parman. Can they make it for 10 years? ahs 

Mr, Gipney. They sometimes make them over 5 years, with install- 
ment payments. } 

Mr. Parman. Now, then, Mr. Gidney, it is my belief that the coun- 
try is not properly served with banks, and that was one reason [ was 
strongly in favor of an agency that would serve the small concern 
and not have to go through the banks. 

I wish you would prepare for me, if you please, a statement show- 
ing the location of banking facilities and in order to expedite or make 
it easier, I would like for you to take, say, the largest + Federal 
Reserve districts and then use the largest 5 Federal Reserve districts— 
2 tables, the largest 4 and largest 5, where you can merge them together. 

I assume that would be New York and Chicago and Cleveland and 
Philadelphia, and if F make it five I assume it would mean the Pacific 
coast. 

Mr. Gipney. You were speaking of the largest in bank assets or 
largest in territorial extent 4 

Mr. Parman. Bank assets. 

After you have the bank assets, and in another table for capital 
stock, I wish you would include the population of the area served 
by this particular Federal Reserve bank in size, in a portion of the 
United States, and the population of the particular area served, and 
the credit available per capita, and then have the other—bring in 
all the other Federal Reserve banks for similar information. 

The Cuatrman. Can that be done? 

Mr. Gipney. I think if we could get together, Congressman, and 
be sure of what you would like to have, we could do that. 

Mr. Parman. Yes, sir. 

The Caiman. The provisions of this act apply to the Federal 
intermediate trust banks, Federal land banks, Federal home loan 
hanks, Home Loan Corporation, certain provisions of the Bankhead- 
Jones Act. 

Do you want all those included ? 

Mr. Parman. No. The object here is banks. In other words, the 
reason T claim there is a need for a Small Business Administration 
is to take care of a lot of areas that are not properly served by the 
banks, and enother reason is the banks are loaded down with Gov- 
ernment bonds and Government-guaranteed paper and this, instead 
of helping them, will harm them. The reason the banks don’t make 
loans now, they get lazy and indifferent, just like we would. They 
have plenty of earning assets and are riskless. They make plenty of 
money, pay big salaries, big dividends, and it is just like we men- 
tioned here a while back, Mr. Gidney, like feeding your dogs before 
you go hunting. If you feed them they won’ hunt too well, and if 
you fill these banks up with all these riskless securities, and they make 
a lot of money, they don’t have the incentive or urge or desire to take 
the time and patience and work with local people on small loans, and 
load them down with outside paper that would have a tendency to 
retard their ambition and desire to make local loans. 

Mr. Gipney. I think we wouldn’t be entirely together on that matter 
of their attitude because I agree they are keen to make those loans, and 
do make them in great numbers, and that we would probably have some 
difference of opinion on. 
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I will try to get this material together for you. 

Mr. Parman. I want to see if the country is served properly with 
banking facilities, and if it is available. 

Mr. Gipney. I believe the banks are serving very well. 

Mr. Parman. That includes all districts. I want to start it off 
with those. 

Mr. Gipney. We will get together. 

The Cuarman. We have a letter from the Acting Secretary of the 
Treasury, Mr. Folsom, addressed to the Speaker, under date of April 
13, which seems to be germane to this subject. 

Without objection, that may be inserted in the record. 

(The material referred to is as follows :) 

APRIL 13, 1954. 
The SPEAKER OF THE House or REPRESENTATIVES. 

Sir: There is transmitted herewith a copy of a proposed bill to amend section 
24 of the Federal Reserve Act, as amended (12 U. 8. C. 371). 

Section 24 of the Federal Reserve Act imposes restrictions and limitations 
on loans secured by real estate Which may be made by national banks. However, 
the fourth paragraph of the statute provides that loans in which the Reconstruc- 
tion Finance Corporation or the Housing and Home Finance Administrator 
cooperates or purchases a participation shall not be subject to the restrictions 
or limitations contained in that statute. In the Small Business Act of 19538 
the Small Business Administration was created to further the interests of small 
business concerns and to mailtain and strengthen the overall economy of the 
Nation. The Small Business Administration is empowered to make loans to 
small business concerns and such loans may be made either directly or in coop- 
eration with banks or other lending institutions through agreements to partici- 
pate. At the time of the creation of that agency section 24 of the Federal Reserve 
Act was not amended to provide that loans in which the Small Business Adminis- 
tration cooperates or purchases a participation should be excepted from the 
restrictions or limitations therein contained. It is believed that that should 
now be done and the proposed bill would accomplish this purpose. 

It is believed that enactment of the proposed bill will be consistent with the 
intent of Congress in enacting the Small Business Act of 1953 to give maximuin 
aid to small business concerns. The Treasury Department recommends that 
it be enacted into law. 

It would be appreciated if you would lay the proposed bill before the House 
of Representatives. A similar proposed bill has been transmitted to the Presi- 
dent of the Senate. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this proposed legislation to the Congress. 

Very truly yours, 
M. B. Fotsom, 
Acting Secretary of the Treasury. 


A BILL To amend section 24 of the Federal Reserve Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the fourth paragraph of section 24 of 
the Federal Reserve Act, as amended (U.S. C.. 1952 edition, title 12, see. 371), 
is amended by adding in clause (d) the words “or the Small Business Adminis- 
tration” after the words “the Housing and Home Finance Administrator” and 
by adding the words “or of the Small Business Act of 1953,.° after the words 
“Housing Act of 1948, as amended,”. 


COMPARATIVE TYPE SHOWING CHANGES IN EXISTING LAW MADE ny PROPOSED BILL 


Changes in existing law made by the proposed bill are shown as follows 
(existing law proposed to be omitted is enclosed in brackets; new matter is 
underscored ) : 


SECTION 24 OF THE FEDERAL RESERVE ACT 

Sec. 24. Any national banking association may make real-estate loans secured 
by first liens upon improved real estate, including improved farm land and im- 
proved business and residential properties. A loan secured by real estate within 
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the meaning of this section shall be in the form of an obligation or obligations 
secured by a mortgage, trust deed, or other instrument upon real estate, which 
shall constitute a first lien on real estate in fee simple or, under such rules 
and regulations as may be prescribed by the Comptroller of the Currency, on a 
leasehold (1) under a lease for not less than ninety-nine years which is renew- 
able or (2) under a lease having a period of not less than fifty years to run 
from the date the loan is made or acquired by the national banking association, 
and any national banking association may purchase any obligation so secured 
when the entire amount of such obligation is sold to the association. The amount 
of any such loan hereafter made shall not exceed 50 per centum of the appraised 
value of the real estate offered as security and no such loan shall be made 
for a longer term than five years; except that (1) any such loan may be made 
in an amount not to exceed 60 per centum of the appraised value of the real 
estate offered as security and for a term not longer than ten years if the loan 
is secured by an amortized mortgage, deed of trust, or other such instrument 
under the terms of which the installment payments are sufficient to amortize 
40 per centum or more of the principal of the loan within a period of not more 
than ten years, and (2) the foregoing limitations and restrictions shall not 
prevent the renewal or extension of loans heretofore made and shall not apply 
to real-estate loans which are insured under the provisions of title II, title VI, 
title VIII, section 8 of title I, or title IX of the National Housing Act or which 
are insured by the Secretary of Agriculture pursuant to title I of the Bankhead- 
Jones Farm Tenant Act. No such association shall make such loans in an 
aggregate sum in excess of the amount of the capital stock of such association 
paid in and unimpaired plus the amount of its unimpaired surplus fund, or 
in excess of 60 per centum of the amount of its time and savings deposits, which- 
ever is the greater. Any such association may continue hereafter as heretofore 
to receive time and savings deposits and to pay interest on the same, but the 
rate of interest which such association may pay upon such time deposits or 
upon savings or other deposits shall not exceed the maximum rate authorized 
by law to be paid upon such deposits by State banks or trust companies organized 
under the laws of the State in which such association is located. 

Any national banking association may make real-estate loans secured by first 
liens upon forest tracts which are properly managed in all respects. Snch loans 
shall be in the form of an obligation or obligations secured by mortgage, trust 
deed, or other such instrument: and any national banking association may pur- 
chase any obligation so secured when the entire amount of such obligation is 
sold to the association. The amount of any such loan shall not exceed 40 per 
centum of the appraised value of the economically marketable timber offered as 
security and the loan shall be made upon such terms and conditions as to assure 
that at no time shall the loan balance exceed 40 per centum of the original ap- 
praised value of the economically marketable timber then remaining. No such 
loan shall be made for a longer term than two years: except that any such loan 
may be made for a term not longer than ten years if the loan is secured by an 
amortized mortgage, deed of trust, or other such instrument under the terms of 
which the installment payments are sufficient to amortize the principal of the loan 
within a period of not more than ten years and at a rate of at least 10 per 
centum per annum. All such loans secured by first liens upon forest tracts shall 
be included in the permissible aggregate of all real-estate loans prescribed in the 
preceding paragraph, but no national banking association shall make forest-tract 
loans in an aggregate sum in excess of 50 per centum of its capital stock paid 
in and unimpaired plus 50 per centum of its unimpaired surplus fund. 

Loans made to finance the construction of residential or farm buildings and 
having maturities of not to exceed six months, whether or not secured by a mort- 
gage or similar lien on the real estate upon which the residential or farm build- 
ing is being constructed, shall not be considered as loans secured by real estate 
within the meaning of this section but shall be classed as ordinary commercial 
loans: Provided, That no national banking association shall invest in, or be liable 
on, any such loans in an aggregate amount in excess of 50 per centum of its 
actually paid-in and unimpaired capital. Notes representing such loans shall 
be eligible for discount as commercial paper within the terms of the second para- 
graph of section 13 of the Federal Reserve Act, as amended, if accompanied by 
a Valid and binding agreement to advance the full amount of the loan upon the 
completion of the building entered into by an individual, partnership, association, 
or corporation acceptable to the discounting bank. 
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Loans made to established industrial or commercial businesses (a) Which are 
in whole or in part discounted or purchased or loaned against as security by a 
Federal Reserve bank under the provisions of section 13b of this Act, (b) for any 
part of which a commitment shall have been made by a Federal Reserve bank 
under the provisions of said section, (¢) in the making of which a Federal 
Reserve bank participates under the provisions of said section, or (d) in which 
the Reconstruction Finance Corporation oc the Housing and Home Finance 
Administrator or the Small Business Administration cooperates or purchases a 
participation under the provisions of the Reconstruction Finance Corporation 
Act, as amended, or of section 102 or 102a of the Housing Act of 1948, as amended, 
or of the Small Business Act of 1953, shall not be subject to the restrictions or 
limitations of this section upon loans secured by real estate. 

The Cuataan. Are there further questions of Mr. Gidney with 
respect to H. R. 9142 and 9144/ 

If not, we may proceed to consideration of S. 2845, and we have—— 

Mr. Parman. Mr. Chairman, on the other one, you haven't over- 
looked my request about having the Administrator of the Small Busi- 
ness Administration testify on this before we pass on it 4 

The Temporarily, have, frankly. 

Mr. Parman. Of course, if you want to overrule me it is your privi- 
lege to do it, but T want to make the request. 

The Cuairnman. T haven't got a quorum here to do anything with. 

Mr. Parman. Tam not making the point of a quorum. IT am not 
fighting that way. 

The Crairnmanx. You made the point of order—we all made it a 
point of order, T guess, when the Reorganization Act was passed in 
1946. We cannot do any business prior to reporting bills out without 
a quorum, 

Mr. Parman. Tdidn’t think Thad any more to do with that act than 
the rest of vou. 

The Crainman. Tsaid you and T and the rest.of us. 

Mr. I see. Excuse me, sir. 

Anyway, T want to insist on having the man here who knows why 
this is needed and what he is doing now, and what encouragement 
would be here. 

The Cruamman. If Mr. Multer is here, | would suggest it would be 
embarrassing, because this committee does not act on proxies. If we 
acted on proxies we might be able to get a quorum present, 

Mr. Parman. Tam not interested in proxies, Mr. Chairman. I am 
just one vote. 

The Cirairnman. We never have done that. We have always gotten 
along very nicely and worked together as one family. and—— 

Mr. Parman. [ am not trying to raise any fight about this. IT am 
going to oppose the bill; naturally, I will, until I hear from the man 
who knows more about it than anybody else. That is a question for the 
floor of the House. Tam not raising a point of order or trying to stop 
consideration of it in this committee. 

The Ciairman. What IT wanted to say was, we couldn’t take any 
action on it this morning. 

Mr. Parman. Yes, sir; ] cannot be here tomorrow morning. I hope 
if vou are going to do it you will do it some other day. 

The Cuatmman. You and Tare in about the same sitnation tomer. 
I guess. 

Mr. Parwan. Are you away tomorrow / 
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The Cramman. Can this committee function without you or me? 
‘ Mr. Parman. I don’t know. It would probably do better if you were 
ere. 


Sea Cuarrman. Let us try it once and maybe we will get along 
tter. 


(Whereupon, at 11 a. m., the committee proceeded to further busi- 
ness. ) 


PURCHASE OF METAL FOR MINOR COINS 


PURCHASE OF METAL FOR MINOR COINS 


TUESDAY, JUNE 1, 1954 


House or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. U. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Chairman Wolcott (presiding), Messrs, Talle, MeDon- 
ough, Betts, George, McVey, Merrill, Oakman, Stringfellow, Spence, 
Brown, Patman, Bolling, Barrett, and O'Hara. 

The CuatrmMan. We will proceed to 8S. 2845. 

This is a bill to amend section 3528 of the Revised Statutes by 
increasing the minor coin revolving fund to 2 million instead of 
1 million, 

(The bill referred to is as follows :) 

[S. 2845, 88d Cong., 2d sess.] 
AN ACT To amend section 3528 of the Revised Statutes, as amended, relating to the 
purchase of metal for minor coins of the United States 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 3528 of the Revised 
Statutes, as amended (U.S. C., title 31, sec. 340), is hereby further amended 
by striking out “$1.000,000" and inserting in lieu thereof $2,000,000". 

Passed the Senate March 2 (legislative day, March 1), 1954. 

Attest : 

J. Mark Trick, Secretary. 


The CHarrman. Mr. Howard, we are glad to have you back with us. 


STATEMENT OF HON. LELAND HOWARD, ASSISTANT DIRECTOR 
OF THE MINT 


Mr. Howarp. Yes, sir; I am glad to be back on this type of thing 
instead of commemorative coins. 

This amendment we are asking for increases the minor coinage 
metal fund from $1 million to $2 million. I should like to explain 
to you a few points about that fund and tell you what we do with it, 
and then tell vou why we want to increase it. 

We purchase the minor metals, or the metals to make the minor 
coins, the 5- and l-cent pieces, out of this fund. There are + metals 
involved—copper, zinc. nickel, and tin. Copper is the largest one, 
nickel second. We use very little zine and a trace of tin. 

This fund was increased from $600,000 to SL million in 1941. Te 
give you an example of how it works, if we start with the million 
dollars checking credit in this fund, and buy $200,000 of metal to 
make minor coins, we have at that time $800,000 checking credit left 
and the $200,000 of metal. The metal is carried as cash in the Treas- 
urer’s accounts. From that $200,000 of metal, if we coin, say, a mil- 


39 


40 MISCELLANEOUS HEARINGS 


lion dollars in coins, 1-cent pieces, 5-cent pieces, we then take $200,000 
from the million dollars in coins that we have coined, and replenish 
our minor coinage metal fund, bringing it back to a million. The 
other $800,000—the difference between the metal content of the coins 
and their face value—is seigniorage, and goes into the general fund 
of the Treasury. 

We have 3 mints, and we are buying 4 metals for 2 denominations 
of coins. The last time we got this fund increased—in 19+1—copper 
was selling for 12 cents a pound, and today copper is selling for 30 
cents a pound, and we have paid as high as 36 some months back. 
Nickel has gone up in price from around 32 cents a pound to 60 cents; 
coinage has increased, and the percent of minor coins have increased. 
That is, of the total coinage that is coined, about 65 to 75 percent of 
those are 1- and 5-cent pieces. 

Mr. Tair. Mr. Chairman, may [ask a question? 

The Cnairman. Mr. Talle. 

Mr. Tauce. [have the thought that the need for more pennies grows 
out of the advent of the sales tax; is that right ? 

Mr. Howarp. To a great extent. There have been several things. 
Cash-and-carry stores that developed in the late twenties and early 
thirties, the vending machine played an important part—take the 
parking meter and 5-cent piece, you know what that has done to it, 
and in some places they put 1 cent in parking meters. They will give 
you 12 minutes, I think, for a cent. Vending machines—I am think- 
ing especially about cigarette machines, where you have a sales tax, 
and they slit the pack and put the coins inside the cellophane wrap- 
per—all those types of transactions are taking a terrific number of 
1-cent coins, and in many cases 5-cent coins. In the case of the soft- 
drink vending machines, they are taking a terrific number of coins. 

Mr. Tauur. What you are asking for grows out of the demands of 
trade? 

Mr. Howarp. That is correct, sir. We have to have work in process 
in about eight stages. We have to have raw metal and then we start in 
with ingots; then we have strips and blanks before we finish the coin, 
and there are times when we are pushed to stay within this million- 
dollar limitation that we now have. This is not an appropriation 
fund. This is just an inerease in a checking credit, because we do 
reimburse it. It revolves. And we reimburse it out of this seign- 
lorage on coinage. 

We can take a pound of this material, say, a pound of alloy, 95 
percent copper and 5 percent tin and zine, that costs us roughly 30 
cents a pound. We make 145 pennies out of that, or 81.45, and we 
have a seigniorage of $1.15 off of that pound of material. so we just. 
recapture our 30 cents out of that and start over again, and we would 
like for you to increase it. It would be very helpful to us. There 
have been times when we couldn't pay our bills on time, and we don’t 
like that. 

Mr. McDonovent. When you use the phrase “minor coins,” do you 
mean nickels and pennies, or anything else, dimes and quarters? ~ 

Mr. Howarn. Nickels and cents are minor coins, half dollars, quar- 
ters, and dimes are subsidiary coins; and there is a standard silver 
dollar. 

Mr. Merri. Actually, you aren’t asking for as big an increase on 
your fund proportionately as the increase in your prices ? 
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Mr. Howarp. No, sir. 

Mr. Merritt. So you won't have as much stock to use as originally 
contemplated when you were authorized a million dollars ¢ 

Mr. Howarp. That is right. 

Mr. Merriti. But you still think 2 million is adequate ¢ 

Mr. Howarp. I think it is at this time, sir. We were here in 1941. 
You upped it from $600,000 to a million, and I think this increase will 
be enough under present conditions. 

The Crairman. Are there further questions? 

Mr. Barrerr. Mr. Chairman, I wondered if Mr. Howard would 
tell us the life of coins for public use ¢ 

Mr. Howarp. Mr. Barrett, when coins come back we do not examine 
them for the dates on them. Of course, that would take a terrific 
amount of labor, but from time to time we change the coin designs. 
For example, the Liberty head nickel was changed in 19138 to the Buf- 
falo nickel. We know through observation, when we change these 
designs, that a coin will almost totally disappear from circulation, in 
30 to 35 years. For example, that coin, we stopped making it in 1913, 
and you see very few of them today. You rarely run into one. 

Mr. Barrerr. You wouldn't have any knowledge of the deteriora- 
tion and mutilation of the currency, paper currency ¢ 

Mr. Howarp. No, sir. I don’t know a thing about paper money. 

The Cuairman. Do you think it is going to take 25 years more to get 
rid of these white pennies ¢ 

Mr. Howarp. We are not calling those in. They are coming in as 
they become unfit for circulation, and, I might say, an interesting 
thing about those, when we made those they were supposed by tests 
that we made to last 6 years. They were put out in 143. We put out 
1,093 million of those, and less than a hundred million of them are 
back. 

Mr. Merritt. They threw them away. 

Mr. Srence. What is the total amount of small coins in circulation ? 

Mr. Howarp. You have me there. I think it is around $400 million. 

Congressman Talle asked a question awhile ago about sales taxes, 
and these other changes in monetary habits. I might say that since 
around 1934 we have turned out about 67 percent of all the coins that 
have been turned out since 1792, when we started coining. In other 
words, in about a 20-year period we have turned out about a little 
less than 75 percent of the total turned out throughtout the history of 
this country. 

Mr. Tae. I recall that during the days when hard money was in 
use, it was said that a silver dollar circulating in the ordinary way in 
trade would be worn rather smooth in 20 years. 

Mr. Howarp. I would say 20 to 25 years. 

Mr. Tauie. Gold coins had a longer life because they circulated 
less in trade. 

Mr. Howarp. That is right. 

Mr. Tate. I haven't seen any lately, Mr. Chairman. 

The Cuamman. Thank you, Mr. Howard. This completes the 
open hearing on this bill. 

Now, if it is agreeable to the committee, the chairman will leave 
to appear before the Supreme Court. 

We will adjourn until Thursday morning at 10 o’clock. 

(Whereupon, at 11:20 a. m., the committee adjourned. ) 


FEDERAL CREDIT UNION ACT AMENDMENT 


FEDERAL CREDIT UNION ACT AMENDMENTS 


THURSDAY, JUNE 3, 1954 


Tlousr or Representatives, 
ComMITTer ON BANKING AND CURRENCY, 
Washington, D.C. 
The committee met at 10a. m., Hon. Henry O. Talle, presiding. 
Present: Mr. Talle (presiding), Messrs. Betts, D’Ewart, MeVey,. 
Merrill, Van Pelt, Spence, Brown, Patman, Multer, Deane, Bolling, 
and O'Hara. 


Mr. Tatie. The next bill is Senate 1665, entitled “An act to amend 
the Federal Credit Union Act.” After that the committee will con- 
sider H. R. 8724 and H. R. 9236. 

(The bills referred to are as follows :) 


[S. 1665, S8d Cong., Ist sess. ] 
AN ACT To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (c) of section 11 of the Fed- 
eral Credit Union Act (12 U. 8. C., sec. 1761) is hereby amended by striking out 
“and,” after the last semicolon and by inserting beiere the period at the end 
of the paragraph the following: “and, subject to such regulatious as may be issued 
by the Director, authorize an interest refund to members of record at the close 
of business on December 31 in proportion to the interest paid by them during 
that year”, 

Sec. 2. Section 16 of the Federal Credit Union Act (12 U. 8. C., sec. 1766) is 
hereby amended by adding at the end thereof the following new subsection : 

“(f) Any officer or employee of the Bureau of Federal Credit Unions is author- 
ized, when designated for the purpose by the Director of the Bureau of Federal 
Credit Unions, to administer oaths and affirmations and to take aflidavits and 
depositions touching upon any matter within the jurisdiction of the Bureau of 
Federal Credit Unions.” 

Passed the Senate June 18 (legislative day, June 8S), 1953. 

Attest: 


J. Mark Trice, Secretary. 


[H. R. 8724, S8d Cong., 2d sess. } 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the last sentence of subdivision (b) of 
section 11 of the Federal Credit Union Act, as amended (12 U. 8. C., see. 1755 
(b)), is further amended by striking out “in an amount and character to be 
determined from time to time by the board of directors” and by inserting in lieu 
of the matter so stricken the following: “In an amount and character in com- 
pliance with regulations prescribed, from time to time, by the Director,” 

Sec. 2. The third sentence of subdivision (¢) of section 11 of the Federal Credit 
Union Act, as amended (12 U. 8. C., see. 1755 (c¢)), is further amended by 
striking out “in an amount and character to be determined, from time to time, 
by the board” and by inserting in lieu of the matter so stricken the following: 
“in an amount and character in compliance with regulations prescribed, from 
time to time, by the Director.” 
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Sec. 3. Section 16 of the Federal Credit Union Act, as amended (12 U. s. C., 
sec, 1766), is further amended by adding at the end thereof a new subdivision 
to be designated by an appropriate letter in parentheses and to read as follows: 

“The Director of the Bureau of Federal Credit Unions is authorized, empow- 
ered, and directed to require that every person appointed or elected by any 
Federal credit union to any position requiring the receipt, payment, or custody 
of money or other personal property owned by a Federal credit union or in its 
custody or control as collateral or otherwise, to give bond in some responsible 
corporate surety Company. Any such bond or bonds shall be in a form approved 
by the Director with a view to providing surety coverage to the Federal credit 
union with reference to loss by reason of acts of fraud or dishonesty including 
forgery, theft, embezzlement, wrongful abstraction, or misapplication on the 
part of the person, directly or through connivance with others, and such other 
surety coverages as the Director may determine to be reasonably appropriate 
or us elsewhere required by this chapter. Any such bond or bonds shall be in 
an amount in relation to the money or other personal property involved or in 
relation to the assets of the Federal credit union as the Director may from time 
to time prescribe by regulation for the purpose of requiring reasonable coverage. 
In lieu of individual bonds the Director may approve the use of a form of schedule 
or blanket bond which covers all of the officers and employees of a Federal credit 
union whose duties include the receipt, payment, or custody of money or other 
personal property for or on behalf of the Federal credit union, The Director 
may also approve the use of a form of excess coverage bond whereby a Federal 
eredit union may obtain an amount of coverage in excess of the basic surety 
coverage.” 


LH. R, 9236, S8d Cong., 2d sess. ] 
A BILL To amend the Federal Credit Union Act, as amended 


Re it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the last sentence of subsection 
(b) of section 11 of the Federal Credit Union Act, as amended (U.S. C.. 1952 
edition, title 12, sec. 1761) (b)), is further amended by striking out “in an 
amount and character to be determined from time to time by the board of 
directors” and by inserting in lieu thereof “in an amount and character to be 
determined from time to time by the board of directors in compliance with regula- 
tions prescribed, from time to time, by the D’ rector.” 

Sec. 2. The third sentence of subsection (¢) of section 11. of the Federal 
Credit Union Act, as amended (U.S. C., 1952 edition, title 12, sec. 1761 (e)), 
is further amended by striking out “in an amount and character to be de- 
termined from time to time, by the board” and by inserting in lieu thereof “in 
an amount and character to be determined from time to time by the board 
of directors in compliance with regulations prescribed, from time to time, by 
the Director,”. 

Section 16 of the Federal Credit Union Act, as amended (U.S. 
1952 edition, tithe 12. sec. 1766), is further amended by adding at the end thereof 
a new subsection as follows: 

“(g) The Director of the Burean of Federal Credit Unions is authorized. em- 
powered, and directed to require that every person appointed or elected by any 
Federal credit union to any position requiring the receipt, payment or custody 
of money or other personal property owned by a Federal credit union or in its 
eustody or control as collateral or otherwise, to give bond in some responsible 
corporate surety company. Any such bond or bonds shall be in a form = ay- 
proved by the Director with a view to providing surety coverage to the Federal 
credit union with reference to loss by reason of acts of fraud or dishonesty 
including forgery, thelt, embezzlement, wrongful abstraction or misapplication on 
the part of the person, directly or through connivance with others, and such 
other surety coverages as the Director may determine to be reasonably ap- 
propriate or as elsewhere required by this chapter. Any such bond or bonds shall 
be in an amount in relation to the money or other personal property involved or 
in relation to the assets of the Federal credit union as the Director may from 
time to time prescribe by regulation for the ymepose of requiring reasonable 
coverage, In lieu of individual bonds the Director may approve the use of a 
form of schedule or blanket bond which covers all of the officers and employees 
of a Federal credit union whose duties include the receipt, payment, or custody 
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of money or other personal property for or on behalf of the Federal credit 
union. The Director may also approve the use of a form of excess coverage bond 
whereby a Federal credit union may obtain an amount of coverage in excess of 
the basic surety coverage.” 

Mr. Tauir. The first witness will be Mr. J. Deane Gannon. Director, 
Bureau of Federal Credit Unions, Department of Health, Edueation, 
and Welfare. 

Mr. Gannon. 


STATEMENT OF J. DEANE GANNON, DIRECTOR, BUREAU OF FED- 
ERAL CREDIT UNIONS, DEPARTMENT OF HEALTH, EDUCATION, 
AND WELFARE 


Mr. Gannon. Mr. Chairman and gentlemen of the committee, I 
have here a letter from the Secretary of the Department of Health, 
Education, and Welfare, addressed to the committee, which 1 would 
like to read, and then leave with the committee. 

Mr. Tauir. Yes, indeed. 

Mr. GANNON (reading) : 

We have been informed that the House Committee on Banking and Currency 
intends to hold a hearing on S. 1665 (as passed by the Senate), a bill to amend 
the Federal Credit Union Act. 

Section 1 of this bill would amend section 11 (¢) of the Federal Credit Union 
Act so as to authorize an interest refund to members of record at the close of 
business on December 31 of any year in proportion to the interest paid by them 
during that year. We believe that this proposal is sound. 

Section 2 of the bill would amend section 16 of the act by adding a new subsec- 
tion empowering any officer or employee of the Bureau of Federal Credit Unions, 
when designated for the purpose by the Director of the Bureau, to administer 
oaths and affirmations and to take affidavits and depositions touching upon any 
matter within the jurisdiction of the Bureau. This authority would facilitate 
the work of field examiners in connection with investigation of defalcations, 
violations of Federal laws by Federal credit union officials or employees, and 
execution of organization certificates for new Federal credit unions. 

We, therefore, recommend enactinent of the bill. 

The Bureau of the Budget has advised that it perceives no objection to the 
submission of this report to your committee. 

Sincerely yours, 
NELSON A. ROCKEFELLER, 
lcting Seerctary. 

Mr. Parman. Whom does the witness represent, Mr. Chairman / 

Mr. Tate. Will you identify yourself, Mr. Grannon ? 

Mr. Gannon. Tam Director of the Bureau of Federal Credit Unions, 
in the Department of Health, Education, and Welfare. 

Mr. Parman. Who presented this bill? Who asked for it ¢ 

Mr. Gannon. This is 8. 1665. [ don’t know who presented this. 

Mr. Parmwan. Are the credit unions in favor of this? 

Mr. Gannon. Yes, they are. I believe the bill was introduced at 
their request. 

Mr. Tauur. Mr. Rhodes will take the stand next. 

Mr. Parman. All right. 

Since you are the Director, I want to ask you some questions about 
the Federal credit unions. How are they doing’ Are they increasing 
in number or decreasing in number or about the same / 

Mr. Gannon. They are increasing in number, sir. 
Mr. Parman. At what rate? 
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Mr. Gannon. Last year we added 825 new Federal credit unions. 

Mr. Parman. How does that compare with the State unions 

Mr. Gannon. We don’t have the figrres on the State chartered 
credit unions yet. It would be my guess that it would be in the same 
proportion. 

Mr. Parwan. Wouldn't it be several times as many for the State 
credit unions as for Federal? 

Mr. GANNon. No: there are about the same number in the States as 
federally chartered unions. 

Mr. Parman. I didn’t understand that to be the fact. Are you 
sure about that / 

Mr. Gannon. At the last information we had, that was so, 

Mr. Parman. I would like to have the correct figures, if you have 
them. It is important. 

Mr. Gannon. It may be the 1953 figures that we have. 

Mr. Parman. All right. I had something to do with getting the 
Federal Credit Union Act on the statute books in 1934. At least I 
tried to be helpful, and T have watched them over the years, and I 
have been impressed with the fact that State credit unions have been 
increasing more rapidly than Federal credit unions. In other words, 
State charters have been increasing more rapidly than Federal 
charters. 

Mr. Gaxnoy. Mr. Patman, we do not have that information with 
us. Mr. Smith tells me that there are about 500 more State chartered 
credit unions than federally chartered credit unions, but at the end of 
1952 there were 6.362 State chartered credit unions, and 5,925 federally 
chartered credit unions. 

Mr. Parman. That is nearly 18 months ago. 

Mr. Gannon. That is right. 

Mr. Parman. Don't vou have later figures than that ? 

Mr. Gannon. We have to depend upon the State authorities to send 
us figures. 

Mr. Parmay. But what about vour own figures ¢ 

Mr. Gannon. 5.978 at the end of 1953. 

Mr. Parman. That was at the end of 1952. 

Mr. Gannon. At the end of 1953 we had 5,978. 

Mr. Parman. You didn’t increase much in 1 year, then. 

Mr. Gannon. This must be a misprint. Yes, sir, this must be a 
misprint, this 1953, because we did not have a decrease, sir, you 
are right. 

Mr. ParmMan. I have been under the impression that the Federal] 
Credit Union Administrator or Director, or whoever it is—I assume 
you are the Director—yes, sir—has been handicapped in this, that 
you have requirements and restrictions and limitations that are not 
required of the State chartered unions. Ts that true or not ? 

Mr. Gannon. I don’t believe necessarily that that is true. There 
are some restrictions within the Federal act that are not found in 
certain State acts. By the same token, there are some advantages in 
the Federal act not found in the State acts. 

Mr. Parman. You are really in favor of this credit union movement, 
are you not ? 

Mr. Gannon. Yes, indeed. 
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Mr. Parman. You are trying to encourage and expand it as much 
us possible, believing that you would be rendering a great public 
service if you can expand it 
Mr. Gannon. That is true, we try to do everything we can within 
the framework of the act. 

Mr. Parman. Yes, sir. Small-business people particularly, and all 
business people, should be interested in the organization of credit 
unions, because the less money a wage earner is required to pay in 
interest and service charges, the more money he will have to spend 
with the local merchants. 

Mr. Gannon. Yes, sir. 
Mr. Parman. And you know that interest gets pretty high some- 
, times, and this is a method or means whereby people can get money 
that they are compelled to get, sometimes, on short notice, at a very 
reasonable rate of interest. 
Mr. Gannon. That is true. 

Mr. Parman. Are you doing any advertising, as Federal credit. 

unions 

Mr. Gannon. No, sir. Of course, we are operating without an ap- 
propriation, you know. Our program is a self-sustaining program. 

Mr. Parman. It looks to me as though the Federal Reserve banks 
help these commercial banks, to the tune of about a hundred million 
dollars a year, and that is all right, [am not trying to change the 
law or anything like that, but it looks to me as though some money 
could be spent that way on the credit unions, because they help people 
in the lower income groups more, and I just wondered if some arrange- 
ment couldn't be made whereby we couldn’t spend part of this surplus 
funds of the Federal Reserve banks for the credit unions. 

Mr. Gannon. I find that was a transposition of figures, and at the 
end of 1953 we had 6,578. 

Mr. Parman. That is more like it. Now the State credit unions, I 
understand, are way up, and I understood there were seventeen or 
eighteen thousand in that. 

Mr. Gannon. That is the total in the North American Continent, 
including Canada. 

Mr. Parman. Is that it? 

Mr. Gannon. Yes, sir. We would be very happy to give you the 
figures for the United States. 

Mr. Parman. I wish you would give us a breakdown of that in your 
testimony. 

Mr. Gannon. I will do that. 
Mr. Taucr. In other words, the figure you have quoted includes 
everything from Mexico north, or possibly even includes Mexico ¢ 
‘ Mr. Gannon. It would if they have a number of credit unions; that 
is true, sir. 

Mr. Mutrer. Mr. Chairman. 

Mr. Tate. Without objection, those figures will be included in the 
record. 
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(The information referred to is as follows :) 
Federal Credit Unions as of Dec. 31, 1945-53 


Year | Number | Numberof | Total 
| operating | members | assets 
} | 
1945. __. 3, 757 1, 216,625 | $153, 103, 120 
1946 ----| 3, 761 1,302,132 | 173, 166, 459 
4.088 | 1,628,339 | 258, 411, 736 
1949 ; 4,495 | 1, 819, 606 316, 362, 504 
1951. 5, 308 2, 463, 898 504, 714, 580 
1952. 4,925 2.853.241 662, 408, 860 
1953... “—% | 6, 578 | 3, 255, 422 | 854, 242, 007 
State chartered credit unions, 1945-52 
{Data furnished by State credit union supervising agencies} 
Ye Number Number of | Total 
operating members assets 
1945. 4,923 1, 626, 364 | $281, 524, O15 
1946 il 5,003 1,717,616 | 322, 082, 553 
1947... ‘ 5,155 1, 893, 944 380,751, 106 
1948 5.273 2,120,708 443, 049, 653 
1949 5,497 | 2,271,115 | 510, 726, 465 
1951... = 881 2,732,495 693, 613, 296, 
1952 eet 6, 362 3,035,046 853, 709, 783 


! Data not available. 
Source: Bureau of Federal Credit Unions, U. 8. Department of Health, Education, and Welfare. 


Mr. Gannon. Mr. Chairman, I also have a letter to the committee 
dealing with H. R. 9236. Would you like to have me read that now? 

Mr. Tati. Yes, sir; will you proceed, please ¢ 

Mr. Gannon (reading) : 


This letter is intended to give the committee information about the Depart- 
ment’s views on H. R. 9236 since it is understood a hearing will be held on this 
bill. 

The purpose of H. R. 9236 apparently is to provide express statutory authority 
for the Director of the Bureau of Federal Credit Unions to regulate the minimum 
amount and character of surety bonds for Federal credit unions. In order to 
accomplish this result the bill would provide in section 11 (b) and (c) that the 
bonds shall be “in an amount and character to be determined from time to time 
by the board of directors in compliance with regulations prescribed, from time i 
to time, by the Director,” and would amend section 16 of the act by adding a 
new subdivision setting forth in considerable detail the authority and duty of 
the Director with respect to character and amount of bonds. 

The need for adequate surety bond coverage cannot be disputed and we believe 
the Director of the Bureau should have sufficient authority to establish rea- 
sonable minimum standards as to the character and amount of the bonds in 
order to protect the members of the credit union and properly effectuate the 
purpose of the act. We are inclined to believe, however, that the Director under 
his general power to prescribe rules and regulations for the administration of 
the act (sec. 16) is now authorized to establish such reasonable minimum stand- 
ards as would constitute “good and sufficient surety.” Although the boards of 
directors are specifically authorized to fix the amount and character of surety 
bonds (and, as we see it, they should be, since they are necessarily closer to 
local conditions than anyone else) we believe this does not necessarily preclude 
the Director of the Bureau from establishing such minimum standards as may 
reasonably be deemed necessary for the proper administration of the act in this 
area, 
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But if it is thought desirable to expressly authorize the Director of the Bureau 
to regulate the amount or character of surety bonds we would recommend certain 
changes in H. R. 9236. 

We believe that section 3 of H. R. 9256, adding a new subdivision to section 
16 of the act, should be eliminated. It contains details which would seem more 
properly to be in regulations or instructions than in the statute. It contains 
words of limitation which might unduly restrict the Director's freedom of action 
in certain instances (e. g., limiting “good and sufficient surety” to corporate 
sureties and specifying certain losses which must be included although excluding 
other coverages, such as faithful performance). To the extent that it does not 
limit the Director's authority it would seem to constitute unnecessary sur- 
plusage (e. g.. relating amount of bond coverage to property or assets of the 
credit union, provision for excess bond coverage, substitution of blanket bonds, 
etc.). We believe this section is confusing and is not necessary to accomplish 
the apparent objective of the bill or even the necessities of the occasion, 

We would also recommend that in lieu of the changes provided in sections 1 
and 2 of H. R. 9286. section 11 (b) and (c¢) of the act be amended simply by 
inserting after “board of directors” in section 11. (b) and after “board” in 
section 11 (c¢), the following : 

“* * * subject to such minimum standards as to the amount and character 
of bond coverage as the Director may by regulation prescribe.” 

It is believed that this amendment would leave to the boards of directors 
of the credit unions a reasonable amount of discretion to adapt the bond 
requirements to their individual needs while eliminating any possible doubt 
as to the authority of the Director of the Bureau to prescribe reasonable mini- 
nium standards. 

For the above reasons we do not recommend enactment of H. R. 9236 in 
its present form, but if it is thought desirable to include an express statutory 
provision anthorizing the Director to regulate the amount and character of 


surety bonds we recommend changes in H. R. 9236 along the lines indicated 
herein. 


The Bureau of the Budget advises that it percives no objection to the sulbimis- 
sion of this report to your committee. 

Mr. Tauie. The Chair desires to state that Mr. Hubert S. Rhodes, 
representing the Credit Union National Association, is here. He has 
been before the committee a number of times. He will be the next 
witness. 

I merely announce that so members may know that he will testify. 

Are there questions of this witness ¢ 

Mr. Muvrer. Mr. Chairman. 

Mr. Mr. Multer. 

Mr. Mutter. How long have you been the Director of the Bureau? 

Mr. Gannon. Since June 15, 1953. 

Mr. Muvrer. Had you been with the Bureau before that? 

Mr. Gannon. No, sir. 

Mr. Mvuvrer. Had you been affiliated with any credit unions? 

Mr. Gannon. I was supervisor of the credit union division of the 
banking department of the State of Wisconsin. 

Mr. Meurer. The Federal Credit Union Act has limitations as to 
the organization of credit unions / 

Mr. Gannon. Do you mean as to the persons / 

Mr. Muvter. Yes. 

Mr. Gannon. They must have a common bond of association, resi- 
dence or occupation, and that the proposed credit union is economi- 
cally feasible. 

Mr. Mcurer. It is not limited to Federal employees? 

Mr. Gannon. No, sir. A very small part of our Federal credit 
unions are among Federal employees. 

Mr. Meurer. Has the Bureau always been in the Department of 
Health, Education, and Welfare ‘ 
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Mr. Gannon. It started out in the Farm Credit Administration, and 
was then transferred to the Federal Deposit Insurance Corporation, 
and then to the Federal Security Agency in 1948. 

Mr. Muurer. I can’t understand why a banking facility should ever 
have been in the Federal Security Agency or why it should now be 
in the Department of Health, Education, and Welfare. 

Mr. Gannon. | think credit unions are probably doing a great deal 
to teach people to help themselves and provide for their own future 
social security. It is an instrument through which they learn to take 
care of their own finances. 

Mr. Muvrer. How about the savings and loan associations? 

Mr. Gannon. They prescribe the same philosophy. 

Mr. Muurer. They are both doing that and teaching that philosophy 
in the banking field ¢ 

Mr. Gannon. I think our credit unions are in a field a little bit 
different than your savings and loan organizations or banks, in that 
they deal with the small saver. 

Mr. Muvrer. Is there a limitation on the amount of loan that may 
be made by a credit union? 

Mr. Gannon. Ten percent of the total unimpaired capital and 
surplus or $200, whichever is the greater, and not more than $400 
unsecured. 

Mr. Murer. And loans can be made only to members of the credit 
union? 

Mr. Gannon. That is right. 

Mr. Murer. Of course, anyone who is not a member may join by 
buying a minimum amount of shares, and putting down the $5 deposit. 

Mr. Gannon. Provided he is eligible to that group. 

Mr. Murer. Yes; and then he can secure the loan if he can get 
sufficient comakers or endorsers who are members with sufficient 
collateral in the credit union? 

Mr. Gannon. Yes, sir. 

Mr. Murer. I notice you have recommended some changes in 
Hf. R. 9236. May [ask whether or not your agency originally drafted 
IT. R. 9236? 

Mr. Gannon. No, sir: we did not. 

Mr. Mutrer. I for one am in disagreement with the recommenda- 
tion of your department, that section 3 should be eliminated. I think 
it should be in, and if we have overlooked anything that should be 
covered, or that the surety bond should cover, I would appreciate if 
you would submit to the committee specific recommendations as to 
how the section could be improved, rather than eliminated, so as to 
cover all of the possible defaults and violations that should be covered. 

Mr. Gannon. Well, you see, sir, our feeling was somewhat this, 
that there are changing conditions, and if you put them in the act, it 
always requires an amendment of the act. 

Mr. Muvrer. But you can put in certain minimum things that must 
be guarded against and must be guaranteed against, and that the 
surety should assume an obligation for. You may have the act provide 
that you may by regulation provide other things, but I think there 
should be certain standards written into the law as to what the bonds 
must cover, as a minimum. 

Mr. McVey. Will vou yield? 
Mr. Mctrer. Yes. 
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Mr. McVey. Do we not have in the law the standards? 
Mr. Gannon. No, sir; there are no standards in the act. 
Mr. Meurer. None at all é 

Mr. Gannon. None at all. 

Mr. Mcrter. One other suggestion, and that is with reference to 
section 3 of H, R. 9236, which I would like to have you cover in your 
proposed amendment. The language in subdivision (¢), lines 19 and 
20, page 2, reading “to give bond in some responsible corporate surety 
company,” is not the usual language found customarily in Federal 
statutes requiring bonds. 

I don’t recall the exact language, nor do I have it before me, but 
those provisions of law require giving of bond in those companies 
which are approved by the United States Government. There is a 
department of the United States Government which issues regularly— 
I think it is monthly—a statement showing the qualified sureties 
throughout the country, and I think we ought to use that language, and 
have reference to that approved list, rather than use the language “in 
some responsible corporate surety.” That could lead to the director or 
some subordinate having the right to say, “I want you to write this 
bond with a particular company.” He may do that on the record or 
off the record. Iam sure we don’t want anything like that. 

Mr. Gannon. No, we certainly don't. 

Mr. Muurer. Whoever is furnishing the bond should have the op- 
portunity to freely choose from among the entire list of approved 
sureties. I don’t agree with your thought that you might want to 
avoid giving a corporate surety company bond, and might in some 
“ases approve individual surety bonds. Corporate sureties are re- 
quired to file financial statements regularly with the appropriate 
departments. ‘Those statements are analyzed and their right to write 
bonds, within certain limits, is covered by the statutes and the regula- 
tions. In other words, if a company has written too many bonds, 
they are taken off the list until they get down within the limits. 

Our State insurance departmenis cover that pretty carefully. But 
then the Federal Government also covers that situation. You have 
no such control with reference to individual sureties. Wherever they 
have been permitted to use individual sureties, history shows that the 
persons who are not supervised and are not authorized to carry on 
that business, soon get into the habit of doing it as a business and 
doing it free of supervision or control. 

One very bad instance of that was the bail bond situation, where 
individuals went into the business of writing bail bonds. They used 
the same piece of property as surety for as many as 50 bail bonds. 
When it came to collect against a single bail bond, there were so many 
liens against the property that the authorities couldn't realize any- 
thing on the bonds. ‘They obtained worthless uncollectible judgments. 

Mr. Gannon. I don’t think it was ever the intention that we would 
change it to a personal surety bond, but it was just spreading a limi- 
tation as expressed in the present language. I think the corporate 
surety bonds are proper. 

Mr. Mutter. Thank you, sir. 

Mr. Berrs. Mr. Chairman. 

Mr. Tate. Mr. Betts. 

Mr. Berrts. I hate to take the time of the committee on this when I 
should know better, but I come here having vaguely heard of credit 
unions. Would you in a couple of sentences define a credit union ¢ 
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Mr. Gannon. A credit union basically—— 

Mr. Berrs. And what this bond is. 

Mr. Gannon. Basically it isa mutual corporation formed by people 
having a common bond of interest, which may be occupation—all 
the employees of the ABC Manufacturing Co., for instance. It might 
be a common bond of an association—all the members of a church 
parish, a fraternal organization, a cooperative group. Or it may be 
members of a well-defined small community, on a residential basis. 
They become members of a credit union. The credit union is entirely 
owned by the members. When you join a credit union you become a 
shareholder, and the shares are usually in the amount of $5. 

Mr. Berrs. Do they have to be licensed ? 

Mr. Gannon. You obtain a charter either from the State govern- 
ment or the Federal Government. 

Then the members elect the officers, directors, and committee mem- 
bers, who actually operate the corporation. At the end of the year, 
when the expenses have been paid, and the reserves, which are required 
by statute, have been set aside, the net earnings are isiainel, and 
the shareholders then receive a dividend, as a reward for their thrift. 

They are formed for two purposes: The promotion of thrift, and 
the making of loans for provident and productive purposes—small 
loans. Basically the loans are small loans. I think the average loan 
made last year was some three hundred dollars. 

Mr. Berrs. And the loans are made from contributions of the pur- 
chasers of shares; is that right? 

Mr. Gannon. You buy shares in much the same manner that you 
put money in a savings account in the bank. There is no limit to 
the amount except as the directors may establish. 

Mr. Berrs. And the members are allowed to borrow from that fund 4 

Mr. Gannon. That is right. All the savings are grouped and made 
available to those who have to borrow or need to borrow. 

Mr. Berrs. You are director of the department that has to do with 
controlling, overseeing, the federally chartered credit unions? 

Mr. Gannon. Yes, sir. 

Mr. Berrs. Somebody made reference to the FDIC. Does that 
mean that they make a contribution to you which insures credit 
unions? 

Mr. Gannon. No. 

Mr. Berrs. Why was the reference made ? 

Mr. Gannon. The reference was, Where did we originate? T said 
we were formerly in the Farm Credit Administration, then transfered 
to the FDIC and then to the Federal Security Agency, which is now 
the Department of Education and Welfare. 

Mr. cig Well then, there was no reason, so far as insurance was 
concerned ? 

Mr. Gannon. No, sir. 

Mr. Murer. Mr. Betts, will you yield? I might direct attention to 
the fact that some bills have been introduced to require these credit 
unions to carry insurance with FDIC. I am not saying it should be 
done. 

Mr. Berrs. IT know that. That is the reason I ask the question. 

Mr. Tatxe. At this point the Chair would like to ask the witness 
if he is familiar with certain pending bills on 2 counts, 1, deposit insur- 
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unions 

Mr. Gannon. Yes, sir: Lam. 

Mr. Tauie. Is your department informed about those proposals 4 

Mr. Gannon. Our department has made a study of the losses within 
Federal credit unions. The department has not taken a stand on any 
of those proposals to which you have referred as yet. 

Mr. That is the information wanted. 

Mr. Bers. Then the bonds you referred to are what ¢ 

Mr. Gannon. In each credit union there is a treasurer, who is re- 
sponsible for the funds and the property of the credit wnion, the cash, 
securities, and so forth, and then in the larger credit wuons, they have 
paid employees. Those people handling money must be bonded 
against fraud, dishonesty, and so forth, 

Mr. Berts. | gathered that was what it was. 

Mr. Gannon. That is what the bonds are—surety bonds. 

Mr. Berrs. When you ask for this amendment, is it something that 
might be defined by statute, or is it better to delegate the authority to 
your board 

Mr. Gannon. The proposal we made was that we by regulation 

yrescribe minimum standards of amount and character of the surety 
Rea coverage. Only minimum standards of amount and character. 

Mr. Tauie. Are there further questions / 

Mr. Mr. Chairman, 

Mr. Mr. Merrill. 

Mr. Merrinve. Do IT understand that in response to Mr. Patman’s 
question you indicated that you would consider it one of your respon- 
sibilities to go out and advocate the formation of these credit wiions by 
advertising, or that sort of thing ¢ 

Mr. Gannon. No, sir; I didn’t think I gave that impression. I 
thought Mr. Patman had made that statement. - 

Mr. Merrivn. I want to make clear that you don’t consider it your 
job to do anything but regulate, according to the law: is that right ¢ 

Mr. Gannon, That is right; we have charge of the chartering, super- 
vision, and examination. 

Mr. Merritt. But from your point of view you are not out trying to 
sell this idea as against some other idea é 

Mr. Gannon. No, sir. 

Mr. Merrit. For credit / 

Mr. Gannon. No, sir; we are not out selling this idea at all. If any 
group is interested and write to us, we give them information through 
our regional offices so that they may have the information available, 
and then, if they are interested, and they submit an application for a 
charter, we determine whether or not it falls within the framework 
of the act, and if the group would have a chance of being successful 
economically. 

If those conditions are all favorable, we grant the charter. 

Mr. Merrini. But you wouldn't consider it any part of your re- 
sponsibility to see that the number of these credit unions either in- 
creases or decreases / 

Mr. Gannon. I think that we have a responsibility to make our 
services available, as I have enumerated to you, sir. If any group 
yants advice, we should be there to give it to them. 
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Mr. Merritt. To give them the facts. 

Mr. Gannon. That is right. 

Mr. Merrivi. And you regulate them under the provisions of the 
law 

Mr. Gannon. Yes, and give them the help that the act specifies we 
should give them. 

Mr. Merri. But as I understand it, this is another type of lending 
agency, isn’t it ¢ 

Mr. Gannon. Yes, it is. 

Mr. Merrinn, And a savings agency ¢ 

Mr. Gannon. I think the primary emphasis should be on the 
savings, and thrift angle, but it does make available a source of credit 
to people who may not have another source available to them. 

Mr. Yes. 

Mr. Gannon. Credit unions do that usually. 

Mr. Merritz. Even so it isn’t the function of Government to be out 
encouraging one type of business activity against a competing business 
activity, is it? 

Mr. GANNon. No; sir, and we are not trying to do that. 

Mr. Merritt. That is what I want to make sure. 

Mr. Gannon. We are not trying to operate in competition in any 
other institution. 

Md. Berrs. How many credit unions are there in the country now / 

Mr. Gannon. In the United States there are roughly 14,000. 

Mr. Berrs. What is the capitalization of them ¢ 

Mr. Gannon. About $2 billion in assets. 

Mr. Berts. How much of a staff does it take in your department to 
administer them ? 

Mr. Gannon. We have just about 200 employees, the majority of 
whom are out in the field. We have only 21 employees in Washington 
at the present time. “We operate out of regional offices and our exam- 
ining staff represents the largest portion of our personnel, about 130. 

Mr. Merritu. Who is financing this advertising for credit unions? 
Just last night I read a magazine ad—I believe it was some steel com- 
pany president, pictured with some representative of the employees, 
and they were pointing out how wonderful these agencies are. Do 
you know who is financing that / 

Mr. Gannon, I think the Credit Union National Association may 
be. They are conducting advertising and they are represented here 
and could answer better than I. 

Mr. Merri, Do you know why they are doing that ¢ 

Mr. Gannon. Well, to spread the credit-union movement. 

Mr. Merritt. Here is what I had assumed to be a nonprofit sort of 
voluntary cooperative thing, isn’t it / 

Mr. Gannon, That is right. It is nonprofit. 

Mr. Merritt. Yet, there is this tremendous advertising program 
in back of it. I don’t understand much about it, but I was just wonder- 
ing why it is that here you have supposedly a nonprofit idea, being 
very vigorously advertised, as I say, in a national magazine. I was 
wondering how that can happen in a nonprofit organization. 

Mr. Gannon. I am not in position to give you that information. 
Maybe some of the other gentlemen who are here could do that. I do 
say that 91 percent of the credit unions are occupational credit unions, 
that is, dealing with occupational groups. 
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Mr. Merrivy. I am not saying I am for or against the idea. I am 
just trying to figure out how that can happen. 

Mr. Mucrer. Will you yield 

Mr. Yes. 

Mr. Mutter. When you use the expression “nonprefit.” I don't 
think that is the way to describe these activities. While they are 
small-loan activities, [ think they usually charge the legal rate of 
interest, which is usually 6 percent. 

Mr. Merrit. Yes; f might say I think there was a note on the 
bulletin board down here, in the employees credit union, stating funds 
are available at 1 percent a month. 

Mr. Murer. That is 12 percent. 

Mr. Merritt. Yes. 

Mr. Murer. They do earn much higher return on their loans than 
the average bank does. I think that is a fair statement, is it not? 
The loans pay on the average a higher rate than to the commercial 
banking facilities. 

Mr. Gannon. The maximum interest rate that may be charged by 
credit unions is 1 percent per month. 

Mr. Murer. But whatever the interest is that is earned on the 
loans, of course, is distributed in dividends to the shareholders in 
the union, and those shareholders are usually persons who have any- 
where from a hundred dollars to a thousand dollars invested, in some 
cases more, but they are getting a bigger return than they can get 
from a savings bank. It is in the nature of savings and paying them 
a bigger return than they can get from a savings bank. I think on 
the average they get 4 or 5 percent. 

Mr. Gannon. On the average I think it would be a little bit less 
than that, 

Mr. Muvrer. But higher than the savings-bank rate. 

Mr. Gannon. I would say about equal to the savings-bank rate. 

Mr. Merritt. The savings banks are running about | or 2 percent. 

Mr. Murer. That is going up. In New York they have gone up as 
high as 214 percent. 

Mr. Gannon. You are correct. I misunderstood you. I was con- 
fusing them with savings-and-loan organizations. I think the credit 
union average would be around 3 or 314 percent. 

Mr. Murer. And the credit union pays a little better than the sav- 
ings-and-loan associations to its members. 

Mr. Gannon. Well, that is the one I thought was comparable. 

Mr. Mutrer. One of the things that attracts the membership to the 
credit union is the fact that he can get, with a degree of safety, a little 
larger return than he can get in the average savings bank. 

Mr. Gannon. And the convenience, sir, I think has a great deal to 
do with it. The credit union will take 25 or 50 cents a week from the 
members. It isn’t practical for someone to run downtown with 25 
cents each week. 

Mr. Mutrer. And in many instances the employer in the group 
will cooperate so as to make facilities available to them without charge, 
‘so there is no rent, and to make his bookkeeping staff available with- 
out charge, and also, if the employee wants to, to make the deduetion 
from his paycheck, either against his loan or against his payment of 
shares, as the case may be? 
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Mr. Gannon. Yes; employers have found that credit unions have 
been helpful in their employee relations. An employee free from 
worry of debt is a better employee, so they have encouraged credit 
unions. 

Mr. Meurer. It makes for better good will between the employer 
and employee if there is an agency that is not controlled by the em- 
ployer, where a man can go for financial help rather than borrowing 
against his paycheck. 

Mr. Gannon. Getting an advance, that is true. 

Mr. Mvuurer. Thank you. 

Mr. Tauir. Thank yeu very much, Mr. Gannon. 

Mr. Rhodes, I fear that it would be unfair to you to start and then 
be interrupted, and very likely you would be because the House is in 
session, 

Is it convenient for you to come here at the call of the regular 
chairman ? 

Mr. Ruoprs. Yes, indeed. 

Mr. Tarie. That would be much better than have your testimony 
interrupted. 

Mr. Ruopes. T will be glad to do so, Mr. Chairman. Thank you. 

Mr. Tate. Thank vou, Mr. Rhodes. 

The committee is adjourned, to meet at the call of the Chair. 

(The following statement was submitted to the committee :) 


STATEMENT OF CONGRESSMAN THOMAS M. Petty, A REPRESENTATIVE IN CONGRESS 
From tre STATE OF WASHINGTON 

Mr. Chairman and members of the committee, I appreciate the opportunity 
to make a statement in behalf of H. R. S724 which T introduced on April 6, 
54. IT might say that this is a companion bill to 8S. 3125. 

The purpose of this bill is to amend the Federal Credit Union Act as amended, 
to make the provisions for surety coverage more flexible. giving the Director 
authority to prescribe regulations rather than as at present, to have them deter- 
mined by the board of directors. This would result in simplicity and economy 
to the eredit unions in that the Director could approve blanket surety bonds 
covering all officers and employees and allow other surety bonds to be issued 
on a case-by-case basis or under a blanket arrangement covering several affiliated 
credit union organizations. 

I believe that this bill would greatly increase the safety of the members of 
credit unions in case of individual frand or defaleation. 

Mr. Chairman, T have been a member of a Federal credit union since 1934, 
and from personal experience know that Federal credit unions have done a great 
deal for American working people and their families. Before the development 
of the credit union, and particularly during the early depression years, a great 
many low-income workers got into the hands of loan sharks. Due to the hich 
interest rates and pressure for payment, often working people who had access 
to their employers’ funds and merchandise were literally forced into minor 
thefts. and as a result to my own knowledge a great many tragedies resulted. 
Since credit unions came into existence systematic thrift habits have been encour- 
aged, and members of credit unions who needed loans could get them at low 
rates of interest with easy repayment programs. 

I was connected with a company where the number of dismissals due to petty 
thefts vanished after the introduction of a credit union. T[ firmly believe that 
anything that we ean do to encourage and aid Federal credit unions is worthy 
of fullest consideration. IT strongly urge that such consideration be given to 
H. R. S724 as the Credit Union National Association is anxious that this legista- 
tion be enacted if possible before the close of this session of Congress. 

Th conclusion, T want to thank the chairman and members of the committee for 
allowing me to appear in behalf of my bill. 


(Whereupon, at 12:14 p. m., the committee adjourned, subject to 


‘all of the Chair.) 


FEDERAL CREDIT UNION ACT AMENDMENTS 


MONDAY, JUNE 8, 1954 


Hovse oF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Chairman Wolcott (presiding), and Messrs. Talle, Kil- 
burn, McDonough, Widnall, Betts, D’Ewart, George, Mumma, McVey, 
Merrill, Oakman, Hiestand, Spence, Brown, Patman, Multer, Deane, 
Addonizio, Bolling, and O’Hara. 

The CuairMan. The committee will come to order. 

We have with us this morning Mr. Rhodes. 

We have two credit-union bills before us this morning, one, Senate 
1665, and H. R. 9236. 

We are very glad to have you back with us, Mr. Rhodes. You have 
always been considered, more or less, ex officio, a member of this com- 
mittee. We will be glad to have you proceed on the bills before us. 


STATEMENT OF HUBERT M. RHODES, REPRESENTING THE CREDIT 
UNION NATIONAL ASSOCIATION 


Mr. Ruopes. Mr. Chairman, gentlemen of the comunittee, 1 am very 
happy to have this privilege to appear before you in behalf of these 
two measures. 

1 do not have a formal statement prepared with respect to these 
two bills, but I should like to say in behalf of the credit-union move- 
ment that we are in favor of them. 

The first one 

Mr. Mucrer. Mr. Chairman, will the gentleman please identify 
himself ¢ 

Mr. Ritoprs. Yes, sir. IT am Hubert M. Rhodes, representing the 
Credit Union National Association. I do appear in behalf of these 
two measures before you. 

S. 1665, as you recall, was acted upon by the Senate in June of last 
year. It contains two proposed amendments to the Federal law. 
One would permit the directors of a Federal credit union to reduce 
ihe interest payments authorized, or refund of interest out of earn- 
ings at the end of the year. 

There have been some credit unions interested to have this privilege. 
Of course, it is a permissive thing, or would be. We should like to 
see them have that privilege by an amendment of the law. 

The other bill would permit any officer or employee of the Bureau 
of Federal Credit Unions, when authorized, when designated for 
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that purpose by the Director of the Bureau of Federal Credit Unions, 
to administer oaths, affirmations, take affidavits and depositions, touch- 
ing upon any matter within the jurisdiction of the Bureau of Federal 
Credit Unions. We feel that would be an advantage and, therefore, 
we are in favor of that. 

H. R. 9236 is a separate bill, introduced by Congressman alle. 
That proposes to amend the Federal Credit Union Act in three 
respects. 

In section 11 of it, in two instances, reference is made in subsections 
(b) and (¢) to the authority of the board of directors of a Federal 
credit union to determine the amount and character of surety-bond 
coverage to be required of any officer who handles funds. Specifically, 
in the first instance, (b) specifies that the treasurer of the credit 
union shall give good and sufficient security before entering upon 
his duties. 

Subsection (c¢) has to do with any official, any employee of the 
credit union, who is charged with the responsibility of handling funds, 
and this would make it cover them, in stating that the Director of 
the Bureau of Federal Credit Unions would be authorized to require 
adequate surety-bond coverage for officials in Federal credit unions 
who handle funds. That power and authority is absent in the law now, 
and after a good deal of thought on it, and discussion, our people have 
arrived at the conclusion that it would be desirable to have it stated 
specifically in the act that the Director of the Bureau of Federal 
Credit Unions does have this authority and power to set up an ade- 
quate schedule of surety-bond coverage. 

We would have in mind that the directors of credit unions still 
might actually determine the amount of coverage, in compliance 
with the regulations that might be prescribed in this respect. 

For example, if there is a minimum schedule proposed, and in 
given cases the board of directors might find it desirable and feel it 
is advantageous to require more, they would have the power and 
leeway to do that, but certainly nothing less than the minimum that 
would be preseribed. 

The reason for doing this is that the records disclose, from studies 
and surveys that we have made, that while there have not been too 
many losses in credit unions, the greater portion, the largest portion 
of them, could be attributed to embezzlement or absconding, where 
there was inadequate bond coverage, and had our credit unions had 
sufficient surety bond coverage, and observed the other safeguards 
that we have in the law, we feel that there was not much reason to 
have had losses of any consequence in any of our credit unions. 

This is tightening up a little bit in the law. These 2 first sections 
amend the 2 existing ones I referred to, and then it is proposed to add 
at the end another one, subsection (g), to section 16 of the Federal 
Credit Union Act, which spells out somewhat in detail this authority 
and power, and so on, that we would desire the director to have. 

Now, if I can answer any questions on these bills, I will be very 
happy to do so, 

The CHatrman. Are there questions of Mr. Rhodes? 

Mr. Berrs. Mr. Chairman. 

The CHairman. Mr. Betts. 
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Mr. Berrs. After the Director would fix the standard for the board, 
then who would pass on it to make sure that the regulations are 
being obeyed? The Director, himself? 

Mr. Ruopes. Yes, sir. 

Mr. Berrs. Do you mean there would be a place for him to sign, or 
give his O. K.? 

Mr. Ruopes. It might be that. At least it would be determined, 
from reports or from examination, that the Bureau makes of credit 
unions, as to whether they are in compliance with the regulations. 

The minutes of the meetings of the boards of directors are available, 
and they have written into them the action that the directors take 
with respect to applying for bond coverage, in what amount, and with 
what company. 

Mr. Berrs. I see. Then there would be a way of making sure that 
the standard had been met ? 

Mr. Ruopes. Yes, he would require a notice of action taken in that 
respect. We are at present working on a plan, which is nearly per- 
fected, in fact it is already being announced, in some of the States, 
whereby our credit unions can provide even a hundred percent bond 
coverage for its bonded officials. We have a schedule or scale of bond 
coverage worked out according to the assets of the credit unions. 

While we cannot speak for the Director in preseribing it, we would 
hope to work very closely with him, and whatever schedule is deter- 
mined we in the organized movement would also be desirous of seeing 
the credit unions meet the minimum standards, and we are offering 
to them a plan whereby they might go beyond that, and might provide 
for their credit union a hundred percent coverage, not only with re- 
spect to what is reflected on the books, but with respect to what might 
be disclosed as true assets. 

For example, not getting too much into detail unless you should 
like me to, if a credit union has known assets of $50,000, its board 
might think that $50,000 of surety coverage would be adequate. 
Should it be disclosed that in case of shortage the credit union should 
have been a hundred thousand dollars in size, a lot of that not being 
reflected on the books, the type of bond we are now offering to credit 
unions will take care of coverage even beyond the book known assets. 

Mr. Berrs. That is all, Mr. Chairman. 

Mr. Wipnaty. Mr. Rhodes, what is the present system of audit and 
control of credit unions? 

Mr. Ruopes. With respect to bond coverage? 

Mr. Wipnatt. No, audit of their assets, to see whether or not they 
are being handled properly. What is the present system of audit and 
control of the credit unions? 

Mr. Ruopes. The control of the credit unions? 

Mr. Wipnatt. Yes. 

Mr. Rnopes. The credit union is chartered under law, it becomes a 
corporate body, it selects certain officials who have certain responsi- 
bilities and duties and powers under the law; one of these officials 
is a treasurer who is bonded, with a good surety company, and other 
people who handle funds, such as clerks or employees, are bonded also. 

A credit union selects a bank as a depository for its funds. The 
funds are deposited in the bank. Disbursements are made from the 
credit union’s account upon signature of the treasurer, countersigned 
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by the president. Each credit union is an autonomous organization, 
and these officials, plus 2 or 3 committees they select from their own 
numbers, to pass on loans, or to audit and supervise the records for 
the group as a sort of internal examining committee, are safeguards 
that the credit unions have. 

The credit union, incidentally, has a reserve fund. The law requires 
that a certain amount of the net earnings be added to that each year, 
and it can only be used to take care of some uncollectible loan balance 
that the credit union might possibly have. 

The Government maintains supervision. It requires that credit 
unions send in regular reports of their operations, and at least once a 
year an examiner representing the Government agency goes in to 
examine the credit union, Sothat is about the function of it. 

It is confined to certain purposes, it is confined in its field of mem- 
bership to a particular group of people. The field of membership is 
defined in the bylaws of the corporation. The incorporating group 
specifies just which group or which number of people may be eligible 
to join the credit union, and they are the ones who own it, operate it, 
and control it, and it confines its activities to that particular group. 

Mr. Wipna.t. How is the original lending capital subscribed ¢ 

Mr. Ruoprs. There is no specified amount subseribed under the act. 
It does provide that at least 7 people are required to become incor- 
porators, and the unit of saving is $5. A share in the credit union 
1s $5. 

For example, these 7 people among them might put up $35, which 
would be all the capital you would have when the organization is com- 
pleted. Maybe some other people would join. Maybe there will be 
10 or a dozen or 25 or more, and the capital at the start is just what 
they have pooled from their savings: they accumulate the funds that 
they use from the savings of members. 

o outside capital is invested, no one else’s money is put in it except 
that of the members of the organization. 

Mr. Thank you. 

The Cuairman. What is the average interest paid ? 

Mr. Ruopes. Average interest paid ? 

The Yes. 

Mr. Ruopes. I would think the average runs between 3 and 4 percent. 

I noticed a while ago in a breakdown of dividends, as we call it— 
which is the same thing as interest paid on savings—by the Bureau of 
Federal Credit Unions for the year ended 1952, it showed that a larger 
uumber paid from 3 to 3.9 percent than any other number. Several 
hundred didn’t pay anything, some paid 1 percent, some exceeded 4 
percent a little, and a few even got to the limit. But the greatest 
number, I think the average, would be somewhere between 3 and 4 
percent. 

Mr. Mutrer. May I ask a question for clarification, Mr. Chairman ? 

The Cuarrman. Mr. Multer. 

Mr. Movrer. Are you talking about the interest paid by the bor- 
rower or the interest paid to the shareholders ? 

Mr. Ruopes. I was talking about the interest paid to the share- 
holders. I didn’t think he asked about the interest on loans. 

Mr. Mutter. I thought the chairman was asking about the interest 
paid by the borrower. 
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Is that not right, Mr. Chairman? 

The Yes, sir. 

Mr. Ruopes. I am sorry, I misunderstood the question. 

I would say, sir. the greater number of Federal credit unions charge 
the maximum rate of 1 percent per month on the unpaid balance. 
That is provided in the act, and it is the limit inclusive of all charges 
ineident to making the loan. There can be no minimum, for example, 
which would exceed a true rate of 1 percent per month on the unpaid 
balance. 

The Ciairman. How is that reconciled with the dividend rate? 

Mr. Ruopes. Well, 1 percent per month is a true rate of 12 percent 
annually, and the dividend is computed on an annual rate. 

The Cuairman. What has been the growth of credit unions in 
recent years ¢ 

Mr. Ruopes. It has been very rapid, particularly in the last 2 or 
3 years. We had a sort of a goal in our movement, a year before last, 
of 1,500 new credit unions, and we exceeded it a little bit. 

There was a goal last year of 2,000, and our total number of new 
credit unions was 2,098. We have a goal this year of 2,400. We are 
about meeting that per month, something like 200 new credit unions 
a month are being formed now. Two hundred per month is about 
the average, I think, up to now for this year. 

The Cratrman. Do you have a breakdown for the last 5 years? 

Mr. Ruopes. I can give you the figures, I believe, for the last 5 
years. 

Mr. PatMan. The director put them in the record the other day. 
I have a copy of them. 

The CuarrMan. If it is in the record we don’t need to have; it 
again. 

Mr. Parman. Isn't that right, Mr. Hallahan? 

Mr. Yes, sir. 

Mr. Parman. Are you through, Mr. Chairman? 

The Cuatrman. Yes. 

Mr. Parman. I wanted to ask vou a question, Mr. Rhodes. 

First, I commend Dr. ‘Talle for his interest in credit unions. I 
think that they are very fine. they serve a very fine. constructive pur- 
pose, and help more people than any other one financial organization I 
know of. 

Mr. Tauie. Thank you, Mr. Patman. 

Mr. Parman. I think it is the greatest bulwark against poor people 
being robbed by loan sharks and loan offices that we have in this 
country. They render a great public service. It is just a committee 
of neighbors, meeting together, and it is something that very few 
banks in the country could possibly do without costing them more 
than the service would pay, and, in the event that someone has the 
misfortune of having unusual expenses by reason of illness, death, 
or something like that, they can always go to their credit union and 
very quickly get the financing they need at a reasonable rate of interest. 

I think all local merchants should be in favor of credit unions, 
because the more money that a person can keep out of his paycheck 
each week or each month, and not have to pay in the form of excessive 
interest and service charges, the more money this person can spend 
with the local merchant, and that helps the entire community because 
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it goes into the channels of trade and business, and into the blood- 
stream of business and help everybody. 

So I think the credit unions should be encouraged by everybody. 

The interest rate now, 1 percent a month for the unpaid balance— 
that is the law, and FT assiwme that it is a pretty low rate in compari- 
son to the personal service they have to render in connection with 
these loans. 

Now, suppose a person borrows a hundred dollars, and he pays it 
back by the month. That means that at the end of the year, when 
he has made his 12 payments, and each month he has paid his 1 percent 
on the unpaid balance, that means that in the aggregate he has paid 
( percent interest, doesn’t it ¢ 

Mr. Riopes. Practically that. He has paid actually $6.50 on a 
hundred-dollar loan for that period of time. 

Mr. Parwan. They pay the interest just on the unpaid balance ? 

Mr. Riopes. Yes, sir. 

Mr. Parwan. Now, Mr. Rhodes, has your organization submitted 
any recommendations for changes in the Federal law, to remove some 
of the restrictions that are considered too harsh in the administration 
of the Federal Credit Union Act ¢ 

Mr. Rropes. Well, we have submitted a measure in the past couple 
of years which proposed to amend the law in two respects. We were 
rather interested to get changes made. One of those would have 
given us a little longer time, or a maximum time of 5 years. Origi- 
nally the limit in the act was 2 vears. After a while, and our ex- 
perience had been satisfactory, T believe. the Congress saw fit to 
increase that to} vears. 

li a great many of the States there is no limit, and the matter is 
left up to the directors of each credit union to determine. 

Mr. Parman. You have a proposal here now. Who introduced the 
bill? 

Mr. Riopes. Congressman Talle introduced a measure which had 
(lhiree proposals in it. last vear. That was one of them. Another 
one would have permitted directors, officers, and committee members 
of Federal credit unions to borrow trom the credit union in excess 
of their shareholdings, subject to certain conditions, namely, that such 
an application would have to be passed upon affirmatively by all the 
remaining officers and committee members of the institution, 

Those were two things that we felt could help. That is, a great 
many of our credit union people advocated it, and it was because of 
the majority opinion that we came in for it, 

Mr. Wionats. Do you mean that would put the officers in the same 
position as anybody else? 

Mr. Riiopes. That is right. Presently they may not borrow from a 
credit union more than they have in it. 

Again we sought the privilege of amending the law a little further 
so that a Federal credit union could invest in a central credit union. 
The act now permits it to buy Government bonds, to invest in insured 
building and Joan associations, Federal savings and loan associations, 
and, of course, first of all, in loans to its own members. 

Credit unions were desirous of having the privilege, where occasion 
warranted, and its funds were sufficient, to put surplus funds over 
into another credit union, into a central credit union. 
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Those were 3 or 4 of the things that we have sought, which we 
thought would liberalize the provisions of the act. 

Mr. Parman. And at the same time not make them more libe,al 
than the ordinary State law, in connection with State credit unio); ?/ 

Mr. Ruopes. That is right. 

Mr. Parman. There are about the same number of credit union , I 
notice, organized under State laws as under the Federal Act. 

Mr. Ruopes. That is correct. I believe there are a few more un ler 
the State laws, in the aggregate, but the number is pretty close. 

Mr. Parman. And their assets are almost exactly the same, aren't 
they ¢ 

Mr. Ruoprs. Yes. Eight hundred million dollars each, I believe. 

Mr. Wipnati. Do the credit unions pay taxes / 

Mr. Ruopes. The credit union itself is exempt from the payment of 
taxes, except upon tangible personal property and real property. 

The individual members are subject to individual income taxes, |ut 
not the corporation. 

Mr. Just like a cooperative? 

Mr. Ruopes. That is right. 

Mr. Parman. Like a partnership? 

Mr. Ruopes. Yes, sir. 

Mr. Mum™a. Mr. Chairman, how would that be returned? Is it 
figured as income or reduced interest rate ? 

Mr. Ruopes. It is figured as income if a dividend is declared on 
these share units. It is credited to their account or given to them 
in cash. 

Mr. MumMA. Say at the end of the year they paid 1 percent per 
month on the unpaid balance, but then when their refund is made the 
rate is down to 6 percent. How is that refund considered, as income 
or as the actual rate of interest ? 

Mr. Ruoves. Not all of those who get dividends might be borrowers, 
so I should say you would actually consider it a dividend on savings, 
and, as such, ‘the individual giving in his income tax would report 
it as interest earned, or dividends on sav ings accounts. 

This other matter, so far as a refund of interest to borrowers, of 
course, reduces the interest the borrower pays. That would come after 
this first thing has been determined, after the shareholders are voted 
a dividend on savings. ‘Then if there is something left over, upon 
decision of the directors, the rate can be reduced for the past year, 
and a credit on interest can be given to those who were borrowers. 

Mr. Kinsurn. Don’t you think that if a credit union has a hundred 
thousand dollars, and then they start another credit union, that that 
hundred thousand dollars ought to be taxed ? 

r. Murer. One credit union cannot take any surplus funds and 
start another credit union. It can only be started by individuals. 

Mr. Ruoves. There are a number of existing central eredit unions, 
which in the main have been started to serve officers and directors who 
did not have this borrowing privilege as extensively as we have 
mentioned. 

Also, in a number of States they have the privilege of receiving, at 
times, surplus funds from State-chartered credit unions, and maybe 
channeling them in loans to other credit unions who need to borrow, 
and a credit union has the privilege under law of borrowing from any 
source up toa certain percentage of its assets. 
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These centrals have given a service that way, and yet some of them 
hav not had enough funds to meet the demand. So the thing we had 
in mind about permitting Federal credit unions to invest is that they 
could add some extra funds for the use of further service. keeping 
eredit-union funds working in credit-union channels, to lend to officers, 
or to other credit unions, who might have needs at times to borrow 
funds. 

But it is true that we do not have the privilege of taking any of the 
earnings or any of the capital at all and setting up a branch credit 
union. Each has to start on its own initiative, with usually a few inter- 
ested people who put in a few dollars, and they have to build the thing 
up right from their own number and their own savings. 

Mr. Mumma. The point Mr. Kilburn made is still true, is it not? 
You say you can channel funds into central credit unions. You could 
take a Liwared thousand dollars and have some central credit union 
you would put it in, from which they would get dividends ? 

Mr. Ruoprs. Well, that would be the capital, so to speak. That 
would be the excess savings. Usually there is very little left over from 
earnings. A credit union operates with not much overhead, it does 
have a modest interest rate, and it is desirous of returning at least 
some amount, some rate of dividend to the savers, to encourage them 
to keep saving. 

Mr. Kirpurn. You are not answering the question, though. 

Mr. Mumma. It is your original question. 

Mr. Kinsurn. Can you put it into a central place and have them 
start another credit union ? 

Mr. Ruopes. No. 

Mr. Parman. You are talking about taxing savings, really, are you 
not? 

Mr. Ruopes. That is right. 

Mr. Mumma. Well, they do that on war bonds, Mr. Patman. They 
tax savings. 

Mr. Parman. Well, the income from savings. 

Mr. Mum™a. Well, it is the same thing. 

Mr. Parman. I don’t think it is. 

Mr. Mumma. T buy a war bond, and they talk over the radio con- 
stantly, invest $75 and you get a hundred dollars back. Well, you 
don’t get the hundred dollars back to spend. 

Mr. Parman. You get 

Mr. Mumia. Less your income tax. 

Mr. Parman. Well, you do here, too. If you get a shareholder's 
dividend, you must pay tax on it. 

Of course, this question of taxes comes up all the time, but I think 
the main fight, when you pull the veil back and look at what vou have 
got, it is an effort on the part of some misguided people who have not 
thought the question through, who are trying to tax savings, and if you 
were to adopt the theories that they have every time you go to New 
York City from Washington, and you buy a roundtrip ticket, and you 
save, say, 25 percent, as you used to—that provision would tax that 
25 percent because you saved it. 

You analyze these proposals, and most of them go that far. They 
are trying to tax what you don’t get, or what you save. Just as the 
farmer, when he goes in with his other farmer friends, and instead 
of buying fertilizer by the ton they buy it by the carload, and they 
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save $2 a ton or $10 a ton, those provisions would make them pay 
tax on the savings. And that is absolutely wrong. 

Mr. Mumma. You cannot slough off this thing about war bonds as 
easily as you are trying to do. 

Mr. Parman. I am saying they are taxable. 

Mr. Mumma. You do that. 

Mr. Parman. I am saying the interest is taxable, but you see these 
tax exemptions, and everything, they are in the banks. I teld a 
banker friend of mine a while back, who was raising Sam about some 
Federal savings and loan not paying taxes, and I said, “You own 
stock in the Federal Reserve—they call it stock, it is not, it is an 
involuntary investment—but you get 6 percent on it, and that is tax 
exempt—S139 million of it is tax exempt.” 

Mr. Mumma. The war bond used to be, too, but they changed the 
rules. 

Mr. Kintsurn. But here is where I think you are wreng. This is 
the same thing as a cooperative. 

Mr. Meurer. That is right. 

Mr. Parman. Certainly, it is a cooperative. 

Mr. Kitpurn. If a cooperative makes money in a feed business, and 
they save some money, they refund dividends to their stockholders, 
which is tax exempt, which is all right. 

Mr. Parman. The dividend is not tax exempt. 

Mr. Kitsurn. Not to the individual, but to the cooperative. 

Mr. Parman. Just like a partnership. 

Mr. Yes. 

Now, the cooperative, instead of making $500,000, say, makes a 
million dollars, they take the other 8500,000 and they start an oil 
business. That is tax exempt. That $500,000 ought to be taxable 
because it is unfair competition. 

Mr. Mvtter. That would be a good way of keeping some of these 
cooperatives out of the business for which they were not organized. 
Either we prohibit them from going into a business foreign to theirs, 
or tax them. 

Mr. Parman. Well, I want to take a look at it. 

Mr. Kinpurn. Youare not doing anything like that ¢ 

Mr. Ruopes. No, sir. 

Mr. Mvuurer. Even though this credit union might invest some 
money in bonds, when that interest on the bonds comes in it is paid 
over to the members of the credit union, and they report it and pay 
tax on it. 

Now, the interest that any shareholder in a credit union may re- 
ceive on his shares in the credit union, he reports on the one side as 
income. If he had a loan outstanding and pays interest, he charges 
that off on the interest side as an expense. If he gets a rebate on 
his interest, then he is going to pay that much less interest, if he gets 
the rebate during the year. If he lias already filed his tax return and 
shows he has paid 6 percent interest, and he gets a rebate next year 
of 2 percent, under the regulations that rebate is income to him in 
the year in which he gets the rebate, and he must report it as the 
income, the same asa dividend on his shares. 

Mr. Mumma. Then my question was in order, that the difference 
between the 12 percent and the 6 percent is income / 
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Mr. Mutter. Yes; that is right. If he gets it in the same year he 
charges off less interest; if he gets it in the year after, he must put 
it in as additional income that year. 

Mr. Mumma. Could I ask Mr. Patman a question? You said that 
these people can go to the credit union and get everything they want. 
That is modified 

Mr. Parman. I didn’t say everything they want. 

Mr. Mumma. Well, that is modified by your statement, Mr. Rhodes, 
in which you said he can only borrow up to the amount of his savings 4 

Mr. Ruopes. No; I meant the officers and directors. 

Mr. Mumma. What about a member? He can borrow on how much ¢ 

Mr. Ruopes. He is eligible to apply for whatever the maximum is, 
and it is passed upon by a committee. In other words, the rank and 
file member is not restricted. 

Mr. Isn't there a maximum of $400 per loan 

Mr. Ropes. Without security. 

Mr. Muurer. When you say without security, do you consider a loan 
that is guaranteed only by comakers or coendorsers as unsecured 4 

Mr. Ruopes. A loan, strictly speaking, unsecured, is just upon the 
signature of the applicant; no security and no cosigners. 

Mr. Mutrer. If he has co-signers it is considered secured ? 

Mr. Ruopes. Yes. 

Mr. Muurer. Then the limitation is 10 percent of the total unim- 
paired capital and surplus, total net assets, usually ? 

Mr. Ruopes. Yes. 

I want to qualify this: The $400 amount is also limited to this 
respect, that no Federal credit union may make a loan larger than 
$200 or 10 percent of its unimpaired capital and surplus; therefore, it 
would have to be above $2,000 in savings before a loan could be made 
over $200. When funds are sufliciently large, if it is the policy of a 
given credit union board, they may make unsecured loans in that union 
up to S400. 

Mr. O'Hara. Mr. Chairman. 

The Ciaran, Mr. O'Hara. 

Mr. O'Hara. Merely for information, and I have very little under- 
standing of this subject matter: What is, briefly, the difference 
between the State credit unions and the Federal credit union and if 
the unions under State jurisdiction are functioning satisfactorily, why 
is it necessary to have Federal credit unions? 

Mr. Ruopes. Well, sir, I should say, first, generally, that there is 
not too much difference, in the main aspects of credit unions, under 
Federal law or State law. They have the usual legal setup, powers, 
and authority, and so on. In one instance, of course, the State credit 
union is chartered by the State government and supervised and 
examined by an agency of the State government. 

The reason for having a Federal law mainly was this: Back in 
1934 we had 38 different State laws. An effort had been going on for 
a good many years, largely through the interest of Mr. Edward A. 
Filene, the Boston merchant-philanthropist, to obtain passage of 
legislation in various States to enable people to set up credit unions. 
It had been a long effort from 1921 to 1954 to get this number of laws, 
including one in the District of Columbia. 

The thought was, I believe, to ask Congress—I am sure it was—to 
pass a bill to provide this same kind of plan for citizens in some 10 
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States who could not organize credit unions. It was made operative 
in all States, the Federal act, and we have used it extensively since 
then. 

It doesn’t conflict with the State act. We do have cases where 
there is preference for Federal charter. In some instances the State 
act is not very workable; conditions are not very favorable for organ- 
izing the State. The people there have access to Federal law. 

As was pointed out, we are going along pretty much with both 
systems in the country. 

Mr. O'Hara. Do you find that where there is a satisfactory State 
law most of the unions in that State are formed under the State law? 

Mr. Ruopes. I think our average shows that it is about equal. In 
some instances it is predominantly State, and in others predominantly 
Federal. But there is that feeling in some States, of using the State 
law. 

Mr. O'Hara. I was interested in Mr. Patman’s questioning at the 
previous hearing, indicating, I thought, some disappointment on his 
part that the increase in Federal credit unions had not been as large 
as the increase in State credit unions. 

Did IT understand you correctly in that, Mr. Patman / 

Mr. Parman. Yes; that is right: because they claim there are more 
restrictions on the Federal credit unions, and the States are thereby 
encouraged, That is the reason I asked him if his group had made 
any suggestion as to how these so-called harsh restrictions could be 
removed. 

Mr. O'Hara. Was it your thought, Mr. Patman, that the Federal 
credit unions were better than the State unions / 

Mr. Parman. I wouldn't say they are any better. I think they 
are all good. But I think that we should remove these restrictions 
that they are talking about, which are burdensome, and thereby en- 
courage the formation of more unions. They should all be on the 
same basis, I think. 

Mr. Mvutrer. Restrictions as to investment or operations / 

Mr. Srence. In the credit unions you have the depositing members 
and the borrowing members, and the depositing members buy shares. 
Isn’t that the way it is done? 

Mr. Ruopves. Yes. 

Mr. Spence. And there is a constant incentive to those people to 
save / 

Mr. Ruoprs. Yes. 

Mr. Spence. When the shares are paid up what do you do with them 
then? Dothey have to be withdrawn ¢ 

Mr. Ruopes. No; the credit is in a passbook, as the member makes 
his deposit, and a lot of them do save in installments, that is so much 
a pay day, or a week, and each time the balance goes up $5 more the 
member in effect has another share. But we don't bother with giv- 
ing stock certificates. The balance in his account reflects the total of 
his holdings in the organization, and at the end of the year we use 
the $5 unit as just an easy multiple to compute dividends on, if the 
credit union is able to pay them. But the money stays there and may 
be built up over a period of time. 

Mr. Srence. But he purchases those shares by weekly deposits? 

Mr. Ruoprs. Yes. 
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Mr. Spence. Which encourages the saving, by some of the mem- 
bers, in order that the other members may obtain loans which they 
otherwise could not obtain / 

Mr. Ruopes. In many cases that is true. 1 

Mr. Spence. And there is an incentive both to save and a saving 
to the other people, by them being allowed to get loans at reasonable 
interest rates ? 

Mr. Ruopes. Yes. 

Mr. Srence. It is somewhat on the line of the savings and loan 
associations, is it not? Because the depositing members of the build- 
ing associations are shareholders. And you have adopted the same 
scheme for the credit unions? 

Mr. Ruopes. We are confined to a smaller group, of course, and to 
a homogeneous group; we cannot go outside of our field to serve any- 
one else in any other group, or the general public, and it is to encour- 
age those members to practice systematic savings; secondly, and many 
of us feel almost as important, is the service it can provide for its 
members at fair cost, and keep them from going out and paying usury 
charges for loans. 

Mr. Spence. I think it has a very commendable purpose. 

Mr. Ruopes. Yes, sir. 

Mr. Srence. Heretofore, has there been no mandatory provision in 
the law to require security bonds for the officers 

Mr. Ruopes. Well, it indicates that the treasurer shall give bond 
before entering upon his duties. At another place in the act it says 
that the directors shall determine—that it is their prerogative and 
power—the amount of surety bond coverage for any other person, any- 
one handling funds in the credit union. 

That is as far as it goes. It doesn’t say anywhere that the director, 
the supervising agency, shall require that they do carry proper 
coverage. 

Mr. Srence. And the purpose of the bill which has been introduced 
isto make that mandatory ? 

Mr. Ruopes. That is right. And if you should ask, it is sometimes 
found, as you would appreciate, it being natural, that in a group the 
directors are a little hesitant to bond this very, very trusted person 
whom they have known a long time, and they even say, “We don’t 
need any bond.” 

We have urged and tried to persuade them that in spite of all that 
they should increase the bond as the credit union’s funds increase, but 
you cannot make them do it. And it could be entirely inadequate if 
this person should be the one to cause a loss of funds. 

Mr. Spence. I think you used the wrong word there. Instead of 
“in spite of all that,” it should be by reason of all that. 

Mr. Ruopes. I am glad to have that correction. 

Mr. McVey. Mr. Chairman. 

The CHamman. Mr. MeVey. 

Mr. McVey. In the case of a loan that is granted for a 3-year period, 
do you have in mind the percentage of interest that is paid on a loan 
that covers a 3-year period ? 

Mr. Ruopes. Well, if it were written for 36 months, to be repaid 
in equal installments, and the maximum rate was charged, it would 
actually be 1 percent at the end of each month, when the payment 
was made, on interest. 
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We consider that 1 percent as 12 percent interest that is paid on 
an obligation. 

Mr. McVey. Suppose it were in equal installments over a 3-year 
period. Do you have in mind the amount of interest a borrower 
would have to pay on his loan for a 3-year period¢ You say it is 
6.5 in the case of a loan for a 1-year period. Do you know what it 
would be for a 3-year period ¢ 

Mr. Ruopes. No, I don’t. 

Mr. McVey. It would be larger, would it not, for a 3-year period 4 

Mr. Ruopes. Well, would it be? I wonder if it wouldn't be smaller, 
that is the true rate. 

Mr. Mutter. I think Mr. MeVey has in mind some instances where 
they charge the interest off in advance. A man goes in to borrow a 
thousand dollars, and instead of giving him a thousand dollars they 
will take off 6 percent interest in advance and give him the difference. 
Take off $60 and give him $940, and he pays that back in equal in- 
stallments, paying 1 percent on his balance, that would come to about 
22 percent for the $940 that he had the use of. 

Mr. McVey. Wouldn't the interest charge be higher for a 5-year 
loan 

Mr. Ruopes. Well, if you discounted 6 percent for 3 years, that is 
a considerable amount. When you consider that when half the time 
is up half of the money has been paid back, and this discount rate 
wepeies for the remainder of it—I don’t have figures projected that 
far as to what the difference would be over a 5-year period. 

Mr. McVey. I was thinking that if the rate should be higher than 
6.5 some of these people could well go to a commercial bank and get 
the money, for example. 

Mr. Ruopes. Well, it is possible there are cases where a lower rate 
may be obtained under certain conditions, but for the rank and file, 
we feel, in the absence of any extras or charges, this is a very reason- 
able rate. 

Mr. McVry. I know these credit unions serve a very useful 
purpose. 

Mr. Ruopes. I might ask, Mr. Chairman, if the Director or his 
assistant could help me with this question ¢ 

Is there any difference in the rate as projected over a period of 36 
months? 

Mr. Gannon. The rate of interest is constant. 

Mr. Merrivi. Mr. Chairman. 

The CHatrman. Mr. Merrill. : 

Mr. Merrity. Has there been any provision in the law permiting a 
rebate of interest before this bill? 

Mr. Ruopes. No; there is nothing in the act that does permit refund 
of interest. 

Mr. Merriti. So that any profit had to be distributed in the form 
of dividends? 

Mr. Ruopes. It might, or it could be carried as surplus. Somerimes 
the credit-union board and membership are interested to retain a few 
dollars in there against some time when earnings might be not so good 
and the surplus might be used to help maintain a fair dividend return. 

A lot of credit-union boards figure it is better to do that than to pay 
out absolutely all that vou have earned. 
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Mr. Merrit. Do they ever use these excess earnings just to accumu- 
late additional capital for purposes of making more loans? 

Mr. Ruopes. That could be done. ‘The reserve fund under the law 
may be used to make loans to members, but normally it is for the pur- 
pose of just having a little bit of an extra cushion if the earnings 
permit. 

Mr. Merrini. Do you know who sponsored all of this newspaper ad- 
vertising/ There have been some very effective full-page ads in the 
newspapers advertising the credit-union idea, 1 am curious as to 
where that sponsorship comes from. Are you familiar with that 
advertising program ¢ 

Mr. Ruopes. Yes; I am glad to try to answer the question. It comes 
about because of the interest of the credit-union people to make this 
information known to other people, and we have paid for the adver- 
tising, we have sponsored it. It has been in a number of national 
magazines, where it has reached employers, and because of that we have 
had a lot of very fine inquiries from management and others who are 
interested in having this plan for their employees. 

Mr. Merritt. What was the reason for that? Who is interested in 
the spread of the idea to the point that they would spend that much 
money to advertise the idea / 

Mr. Ruopes. May I say, by way of preface, that we had our credit- 
union movement in this country given to us out of the interest and 
efforts of Mr. Edward A. Filene, who did contribute a million dollars 
of his fortune, as a disinterested public service—a pure philanthropy— 
to help get legislation to help us get our first few thousand credit 
unions, and to help us to get under way. 

Mr. Merri. That was contributed toward your association / 

Mr. Ruopes. We did not have an association, as such. He spent the 
money out of a bureau that he established, the Credit Union National 
Extension Bureau, to make the effort in the various States to obtain 
the passage of laws. Then to send someone out at his own expense to 
help organize the first groups without any charge or return to him 
for it. 

He was interested, in 1934, after the passage of the Federal law, to 
see credit-union leaders themselves get together and decide to set up a 
national organization, primarily to help extend the movement ; second, 
to watch out for things that would concern it—try to prevent dangers 
happening to it—and, third, to perpetuate and promote it in our 
country, 

Mr. Merritz. Where do the funds come from for your association / 

Mr. Ruoprs. The funds for our association come from credit unions 
as a little part of their earnings. They pay dues as an institution to 
belong to State federations of credit unions. These different volun- 
tary State associations of credit unions receive from credit unions a 
little to raise a budget, determined by their own officials, and from it 
take a portion to pay into the national organization, which finances us. 

We have no services for sale or profit inany way. We are organized 
as a nonprofit organization. 

Now, | should like to read a statement which I hope will clearly 
answer this with respect to advertising, because—— 

Mr. MERRILL. Perhaps you can just give it to me and I can read 
it and insert it in the record. Or else you may read it, if you wish, 
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Mr. Ropes. Mr. Chairman, it might take a couple of minues or 
so. The question has been asked gs to how the matter of fina#cing 
the advertising is taken care of, and who was interested to stgrt it. 

I have made the broad statement that the credit unions did it. “Spe- 
cifically, it is paid for by an insurance company which belorgss to 
credit-union people, and T hope in here we will get the reason * why 
they have felt it advantageous to do this. 

The CrarrMan. Do you care to put that in the record ¢ 

Mr. Rriopes. Yes: 1 would be glad to. 

The CrrarrMan. That may be done. 

(The material referred to is as follows :) 


STATEMENT OF CREDIT UNION NATIONAL ASSOCIATION, INC., RELATIVE +O 
ADVERTISING 


The national radio and magazine advertising campaign relative to Sredit 
unions is paid for entirely by CUNA Mutual Insurance Society. : 

CUNA Mutual Insurance Society is an old line, legal reserve life-inyjrance 
company, Which pays its full share of taxes just like any other mutu: life- 
insurance company. Since the income taxes of CUNA Mutual Insurance SSciety, 
like that of any other mutual life-insurance company, are based on inve™ ment 
income, and advertising expense costs are not deductible items reducing We tax 
expense of such a company, the amounts paid for this advertising progrim do 
not have the effect of reducing the taxes it pays. On the contrary, this «adver- 
tising program, through stimulating an increase in business reflected in *avest- 
ment income, has a direct tendency to increase the taxes paid by the societ®. 

CUNA Mutual Insurance Society, by its articles of incorporation and bylaws, 
is limited to the writing of insurance on the lives of members of credit ynions. 
In view of this Circumstance, its board of directors have felt that advegtising 
leading to a better understanding of credit unions would benefit the society 
through the organization of additional credit unions which could, if they wished, 
avail themselves of the services of the society. It is for this reason that the 

ational advertising campaign emphasizes factual data relative to credit unions 
and furnishes data as to convenient means of organizing credit unions. 

Apparently the board of directors of the society consider that this advertising is 
in the nature of institutional advertising, somewhat comparable to the much 
better known advertising campaigns of much larger life-insurance companies 
which emphasize the importance of safeguarding your health and seeing your 
doctor regularly rather than advertising the benefits of any particular life- 
insurance contract. 

CUNA Mutual Insurance Society is owned, of course, like any other mutual 
insurance company, solely by its policyholders, and its directors are elected by 
action taken by such policyholders. 

The returns received from a recent mail questionnaire of its policyholders 
were overwhelmingly favorable to this advertising campaign. 

Credit Union National Association, Inc., is a New York nonprofit corporation, 
which has moved its principal office to Wisconsin as a matter of more convenient 
centralized location. 

None of the property or assets of Credit Union National Association, Inc., is 
owned by CUNA Mutual Insurance Society, and none of the property or assets 
of CUNA Mutual Insurance Society is owned by Credit Union National 
Association, Inc. 

Credit Union National Association, Ine., is a voluntary membership organi- 
zation and has no stockholders. Its purpose is to advance the best interests of 
the credit-union movement and it performs its work largely by correspondence, 
and also by personal contacts and meetings arranged by a rather small number 
of field representatives who have never been more than 25 in number. 

Credit Union National Association, Ine., is supported by annual dues paid by 
member credit-union leagues and credit unions. The payment of these dues is 
voluntary in that any member can withdraw from membership at its own 
volition and cease the paying of any dues. 

Credit Union National Association, Ine., pays property taxes on its office 
real estate, like any other taxpayer. Since it is a dues-supported organization 
and has no stockholders and is not organized for the purpose of making any 
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profits, it would appear that a tax on its “net profits” would not serve any useful 
purpose. 

The affairs of Credit Union National Association, Inc., are administered by 
a board of directors of approximately 160 persons, who meet annually and 
serve without any salary, and by an executive committee which meets quarterly, 
and which also serves without any compensation. 

The business of CUNA Mutual Insurance Society, on the other hand, is carried 
on by a board of directors, 10 in number, who meet quarterly. Regular meetings 
of the polievholders, known as biennial general elections, are held every 2 years, 
as required by the laws of the home office State of the society, namely, Wisconsin. 

The affairs of CUNA Mutual Insurance Society are under the statutory gov- 
ernmental supervision of the insurance department of its home office State and 
the insurance departments of the various States and Canadian provinces in which 
it is licensed to do business. 

Mr. Runoprs. Will that be sufficient, then ? ; 

The Cuamman. Yes; we have six bills to take up in executive session. 

Mr. Ruopes. The insurance company is a mutual life-insurance 
company, Which the eredit unions set up, first, to provide what we call 
loan-protection insurance on borrowers in credit unions, and it is avail- 
able on a voluntary basis to an affiliated credit union, so that if a bor- 
rower dies or becomes totally disabled the balance of his loan is paid 
off. No extra charge is made to him for that. It is provided out of 
these earnings we talked about a little while ago, to give a further 
service to credit unions. 

Second, it has a type of life-savings insurance which matches the 
savings of its members up to a thousand dollars ~ to age 55, and then 
drops off for subsequent savings in certain age brackets, within the 
overall limit of the thousand dollars. 

Then, third, individual life insurance is available to credit-union 
members if they are interested in it. 

In the first instance, with respect to blanket coverage on loans, the 
cost is paid by the credit union itself. Second, it is paid by the credit 
union on the total of its outstanding shares to insure the lives of the 
shareholders. No charge to the shareholder for it. Third, if an indi- 
vidual member takes it he pays the premium himself on it. 

Mr. Tarte. Do you know of any opposition to either one of these 
bills, Mr. Rhodes ? 

Mr. Ruoprs. No, not to my knowledge. 

Mr. Tair. Within the credit unions or outside? 

Mr. Ruopvrs. No; we have come to an agreement on it, and T do not 
know of any opposition. 

The Craimman. Are there further questions ? 

Mr. McDonovern. Mr. Chairman. 

Mr. Mvuurer. Mr. Chairman, I have been trying to get the witness 
for some time. 

Mr. McDonoven. I have just one question. 

Mr. Muwrer. <All right. 

Mr. McDonoven. In order to participate in the eredit-union plan, 
the individual Federal employee has to oe stock in the union, has to 
contribute dues, that is, to make a contribution to it? 

Mr. Ruopes. No. In order to participate a member in an eligible 
group, a group that has a credit union, must actually become a member 
of the credit union. Incidentally, it is not confined to Federal em- 
ployes. The Federal Act is used to charter all types of industrial and 
occupational, and sometimes community groups of people who are not 
Federal employees. 
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But being in a group that has a charter, a person must pay in some- 
thing, as a start in a savings account, to be a member, and to participate 
in it. 

Mr. McDonoveu. Then he obtains dividends on the operation of the 
institution 

Mr. Ruopes. On a prorata basis, if earnings permit, and if the 
membership declares one. That again is their province, and at the 
annual meeting they determine whether or not they are going to get 
a dividend, and how much it is going to be, upon recommendation 
of the board of directors. 

Mr. McDonoveu. And the initial fund to create the credit union 
is money assembled by a group in that particular section, as capital 
stock ? 

Mr. Ruopes. That is right. 

The CHamman. Mr. Multer. 

Mr. Mouter. Thank you, Mr. Chairman. 

Mr. Rhodes, tell me if this is a fair analysis of the situation: 
Throughout the country each State has its own regulations and laws 
with respect to credit unions, and they differ from State to State, 
some being more restrictive and some more liberal ? 

Mr. Ruopes. That is correct. 

Mr. Muvrer. Now, take a place like the State of New York, where 
I think they are most restricted, with the most limitations and the 
greatest amount of supervision and control. We find that there the 
persons who are about. to form new credit unions will form them under 
the Federal law rather than under the State law. Is that a fair 
statement ¢ 

Mr. Ruopes. I believe the record shows that maybe the greater 
number of credit unions are being formed under the Federal act in 
New York State . 

Mr. Mvutrer. Yes. Take a place like the State of Nevada where 
you have very little restriction, there they prefer the State law and 
form a credit union under the State law rather than under the Federal 
law 

Mr. Ruopes. That is true. I am not so sure whether Nevada has a 
State law. There area few that still do not have any. 

Mr. Mutter. In a place like Nevada there is either no law or there 
is a law that is much less restrictive than our Federal law, which 
causes the group to operate under the State law and avoid the 
Federal control. 

Mr. Ruopes. That might be true. I know some States where that 
is true. 

Mr. Mutter. Wouldn't you say that with that situation we ought 
, to make an exhaustive study of the situation with a view to strengthen- 
ing the Federal law so that we will give credit unions, and investors 
who make up the credit unions, the maximum amount of protection 
and supervision ? 

Mr. Ruopes. Yes, sir; we think that would be splendid. In fact, 
we have been working in our national association for some time on 
what we term a model credit union law. We have given a lot of 
study and thought to it, and we are trying to incorporate in it the 
best provisions of various State laws, plus the good provisions of the 
Federal law, so as to have more uniformity among State laws, and 
with respect to Federal law. 
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Mr. Murer. One reason why you are urging this bond provision 
is because you have found in many instances that there was no bond 
or the bond required by the union itself was inadequate, and there were 
substantial losses by some of these unions by defaleations or embezzle- 
ment or misapplication of funds by the officer who should have been 
properly bonded ¢ 

Mr. Ruopes. That is right. I would say perhaps most all have a 
bond of some kind, but it is certainly true that we have found cases 
where it was quite inadequate. Our records show that over 80 per- 
cent of the losses sustained have been because of embezzlements in 
credit unions. They could have been prevented by adequate bond 
coverage plus observance of the usual se i in the law. 

Mr. Mevrer. There is at least one instance in the last 6 months where 
an official embezzled most of the funds of the credit union, and when 
the bonding company paid up and in addition his family came to his 
rescue with their private funds, the best they could do was rehabili- 
tate the union to the extent of 50 cents on the dollar, and the share- 
holders had to take that loss. 

Mr. Ruopes. That is right. 

Mr. Mvuvrer. This provision is intended to eliminate that situation 
as far as humanly possible 

Mr. Ruopes. That is right. 

Mr. Muvrer. I think you were present when I asked the 5. span 
the other day, with reference to the language in H. R. 9236. Do you 
agree with me that the provision should be that bond be required in a 
corporate surety company that may be on the approved list of the 
United States Treasury / 

Mr. Ruopers. I should think that would be sufficient. I know there 
are quite a number of such companies that are on the approved list. 
We have in mind one particular one that we have recommended, 
through the credit-union movement, and I believe it is on the list also, 

Mr. Murer. I believe the United States Treasury regularly re- 
quires the submission of financial statements from the surety com- 
panies that want to be on the list. Any company can qualify if they 
comply with their regulations, which requires them to keep their 
toate within a certain limitation as to amount as compared to their 
total assets. And that list is published regularly, and I think every 
Federal department is required to have bonds come from such a com- 
pany. That also eliminates the possibility of anybody trying to play 
favorites. 

Mr. Rropes. That is right. 

Mr. Mvuvrer. So you would approve of that kind of a change in the 
language in this bill? 

Mr. Ritopes. I would see no objection to that, sir. A credit union 
board has the right to select its own particular company, it has a free 
choice, and something like this specifying that it must be on the 
approved list, would be in order. 

Mr. Mvurer. Is there any control today by any governmental au- 
thority, of the amount that may be spent for expenses and salaries 
by the credit union, under the Federal law ? 

Mr. Ruopes. There is no limation in the law. A credit union board 
has the right to authorize certain expenditures. If the time comes 
to pay its own way it hires its own clerk, determines the salary, and it 
might have certain items of overhead. We know about what the 
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average usually runs. But there is no percentage required, that they 
have to stay below, or meet as a maximum. 

Mr. Muutrer. And where the director of the Federal credit unions, 
during the course of his audit and examination, finds exorbitant 
salaries are being paid, he can do nothing except call it to the atten- 
tion of the directors / 

Mr. Ruopes. That is right. The directors would be told that the 
practice is out of line with the normal practice. On the contrary, we 
at times try to urge credit unions to do a little better by their treas- 
urers than they have been doing. There are certain fixed charges, 
such as the charge, for example, for the supervision fee. The ex- 
amination fee is fixed by regulation, but in the act the schedule of 
supervision fees is spelled out. Those things do have to be absorbed, 
and for a while there is probably not much left to be able to take 
care of other things. 

Mr. Murer. Do most of the credit unions charge their borrowers 
the maximum of 1 percent a month on unpaid balances / 

Mr. Ruopes. So far as 1 have information, I believe the majority 
do that. We find invariably that the new credit union does start with 
that rate. Where we have occasion we advise that they use it, because 
we think it is a fair rate, to enable them to absorb their overhead and 
pay their shareholders a little after a while. We, of course, believe 
isa fair rate. 

Mr. Murer. Most small-loan companies are authorized to charge 
3 percent a month. 

Mr. Ruopes. Yes, in some States I believe. 

Mr. Murrer. And sometimes they charge 3 percent on the full 
amount until it is paid off. So IL agree with you that this is a reason- 
able rate. 

Do credit unions keep most of their funds invested in loans to their 
members ¢ 

Mr. Ruopes. Well, they do for a number of years, usually, after 
a credit union is formed. We find generally that it is not able to 
absorb its loan demand for quite a period of time. Many of us be- 
lieve that we have not too well absorbed it anywhere, even in our 
larger credit unions, because there is so much need on the pagt of 
individuals. The record shows that, in many cases, they de not 
have over half of the potential members in the existing credit unions. 
We have a large field. But in answer to your question, it is uswally 
a while, at least, before a credit union feels that it has met its loan 
demand. 

By aggressive publicity, I will say, or education, they often get 
much more service opened up, or ways for service. 

Mr. Murer. One thing that has disturbed me is the state:nent 
made that the average payment to shareholders in dividends is less 
than 4 percent, yet they are lending their funds at 12 percent a year, 
that is an 8-percent differential. I know that that cannot be used 
up entirely in expenses, and the only other explanation I can think 
of would be that they do not have all their funds invested, p 

T think some study should be given to that so we can get an expjana- 
tion for it, because the average person listening to it, as I haye—I 
was always under the impression that the dividend rate paid was 
much higher than 4 percent. But if they are only getting b&ek 4 
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percent, and their borrowers are paying 12 percent, that differential 
is just too great and requires explanation and gives rise to a question 
such as that of Mr. Kilburn, “What are you doing with the surplus?” 

Mr. Ruopes. I need to answer further that question as to how they 
do actually in the matter of surplus funds. ; 

Regardless of that, however, the record shows that there is a con- 
siderable amount of money invested in Government bonds, and in 
building and loan associations. For the first few years there is not 
much chance to do that. After a while it might change a little, so far 
as the demand coming in to them is concerned, and if they are not 
carrying on an educational campaign surplus funds accumulate. 

There is a certain amount of money invested other than in loans to 
members. Therefore, the return is less, which cuts down in the matter 
of dividends. And some credit unions have reduced the interest rate. 
Some charge three-fourths of 1 percent, or five-sixths of 1 percent. So 
the rate, in the course of time, does change in some cases. 

Mr. Kireurn. Of course, the rate under the monthly payment plan 
is fair. 

{r. Muurer. I said just that on the record, Mr. Kilburn. 

Mr. Kirreurn. They are not overcharging. 

The Cuatrman. Are there further questions? 

Mr. Mutter. I did have one other matter for Mr. Rhodes. I will 
be very brief. 

When credit unions first got started they did indulge in the practice 
of charging the interest or deducting the interest in advance. Is any 
of that going on in credit unions today ¢ 

Mr. Ruopes. Some State laws permit the discounting of interest, 
and it is done that way. We don’t have that privilege under the 
Federal law. 

Mr. Kirpurn. There is nothing wrong with that? 

Mr. Mctrer. Let us not argue whether there is anything wrong about 
it. I am trying to find out whether there is any supervision by the 
Director of the Federal Credit Unions that would stop that in the 
Federal credit unions because the Federal law prohibits it. 

Mr. Ruopes. You are right, and they would stop it if that practice 
started in a credit union because they have to comply with the pro- 
visions of the Federal law. 

Mr. Mutter. So far as the Federal credit unions are concerned, that 
is looked upon as reprehensible practice, and the Director tries to stop 
it wherever it comes to his attention ? 

Mr. Ruopes. To my knowledge they follow that practice. I think 
some State laws permit them to do that. 

Mr. Gannon. There are no cases, to our knowledge. 

Mr. Mvtrer. Mr. Director, you do have the authority to stop it 
where you find it is being done by Federal credit unions? 

Mr. Gannon. Yes, sir. 

Mr. Kiteurn. He shouldn’t stop it. 

Mr. Mcutrer. The law prohibits it. 

The Cuatrman. If there are no further questions, we will go into 
executive session. 

(Whereupon, the committee went into executive session. ) 
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HAY AND PASTURE SEEDS 


THURSDAY, JUNE 3, 1954 


Howse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Henry O. Talle presiding. 

Present: Mr. Talle (presiding), Messrs. Betts, D’Ewart, McVey, 
Merrill, Van Pelt, Spence, Brown, Patman, Multer, Deane, Bolling, 
and O'Hara. 

Mr. Tatie. The committee will please come to order. 

In the absence of Mr. Wolcott, who is otherwise engaged in urgent 
public business, I agreed to serve as acting chairman. 

The first bill to be considered is H. R. 8431, or a bill which is quite 
similar, and has been passed in the Senate, S. 2987. 

(The bills referred to are as follows:) 


[S. 2987, 83d Cong., 2d sess. ] 


AN ACT To provide for the transfer of hay and pasture seeds from the Commodity 
Credit Corporation to Federal land-administering agencies 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Commodity Credit Corporation is 
hereby authorized and directed to transfer to the following agencies, free on 
board transportation: Conveyance at point of storage, surplus hay and pasture 
seeds acquired under the price-support program, as follows: To the Forest 
Service, Department of Agriculture, not to exceed four hundred and eighty-five 
thousand pounds; to the Fish and Wildlife Service, Interior Department, not 
to exceed one hundred and sixty-three thousand pounds; to the Bureau of Land 
Management, Interior Department, not to exceed two hundred and fifty-two thou- 
sand pounds. The kinds and quantities of seeds transferred within such maxi- 
mum quantities, subject to determination of availability and surplus supply by 
the Commodity Credit Corporation, shall be determined by such agencies, but 
shall not exceed quantities which may be utilized for the purpose specified in 
section 2 of this act with funds made available under this act and funds available 
for such purpose out of appropriations to such agencies for the fiscal year 1954. 

Sec. 2. The seeds transferred pursuant to this act shall be used by the trans- 
feree agencies only for the purpose of seeding grazing lands administered by 
them. To defray costs of transporting and seeding, there is hereby authorized 
to be appropriated the following sums: To the Forest Service, not to exceed 
$95,000; Fish and Wildlife Service, not to exceed $25,000; and to the Bureau of 
Land Management, not to exceed $25,000. 

Sec. 3. There are hereby authorized to be appropriated such sums as may be 
necessary to reimburse the Commodity Credit Corporation for its investment 
in the seeds transferred pursuant to this Act. 

a the Senate May 4 (legislative day, April 14), 1954. 

ttest: 


J. Mark Trice, Secretary. 
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{H. R. 8431, 883d Cong., 2d sess.] 


A BILL Yo provide for the transfer of hay and pasture seeds from the Commodity 
Credit Corporation to Federal land-administering agencies 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Commodity Credit Corporation is 
hereby authorized and directed to transfer to the following agencies, free on 
board transportation conveyance at point of storage, surplus hay and pasture 
seeds acquired under the price-support program as follows: To the Forest Serv- 
ice, Department of Agriculture, not to exceed four hundred and eighty-five 
thousand pounds; to the Fish and Wildlife Service, Interior Department, not to 
exceed one hundred and sixty-three thousand pounds; to the Bureau of Land 
Management, Interior Department, not to exceed two hundred and fifty-two 
thousand pounds. The kinds and quantities of seeds transferred within such 
maximum quantities, subject to determination of availability and surplus supply 
by the Commodity Credit Corporation, shall be determined by such agencies, but 
shall not exceed quantities which may be utilized for the purpose specified in 
section 2 of this Act with funds made available under this Act and funds avail- 
able for such purpose out of appropriations to such agencies for the fiscal year 
1954. 

Sec. 2. The seeds transferred pursuant to this Act shall be used by the trans- 
feree agencies only for the purpose of seeding grazing lands administered by 
them. ‘lo defray costs of transporting and seeding, there is hereby authorized 
to be appropriated the following sums: To the Forest Service, not to exceed 
$95,000; Tish and Wildlife Service, not to exeeed $25,000; and to the Bureau 
of Land Management, not to exceed $25,000. 

Sec. 3. The Secretary of the Treasury is hereby authorized and directed to 
cancel notes issued by the Commodity Credit Corporation to the Secretary of 
the ‘Treasury in such amounts as the Secretary of Agriculture determines and 
certifies to the Secretary of the Treasury are required to reimburse the Commodity 
Credit Corporation for its investment in the seeds transferred pursuant to this 
Act. 

Mr. Tatxe. I understand that Congressman Ellsworth, of Oregon, 
ishere. We would like to hear you, Mr. Ellsworth. 

Mr. Thank you, Mr, Chairman. 


STATEMENT OF HON. HARRIS ELLSWORTH, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OREGON 


Mr. Exisworin, Mr. Chairman and gentlemen of the committee, 
I believe S. 2987, a Senate bill by Senator Dworshak, has lately passed 
the Senate with an amendment. ‘The amendment, I believe, was sug- 
gested by the Bureau of the Budget. 

I assume that bill has been referred to this committee and, there- 
fore, 1 would recommend that the Senate bill be taken up and han- 
dled by your committee and my bill be laid aside, since they are iden- 
tical with the exception of the Senate amendment. 

So Tam actually speaking on both bills, as they are identical. 

The bills; are very simple in principle. I think they may be quickly 
and easily understood by reading the rather short text. It happens 
that the Commodity Credit Corporation has in its inventory now ap- 
proximately 77 million pounds of hay and pasture seeds. Although 
only a very small percentage of those seeds would be appropriate to 
meet the purposes of this legislation, nevertheless the Department of 
Agriculture, Commodity Credit Corporation, has expressed the opin- 
ion that even using these small amounts of seeds as required under 
this bill would be ot interest in protecting the assets of the corporation. 

Now, in brief, what the bill proposes to do is to take from the 
Commodity Credit Corporation quantities of seeds, and the quantities 
are set out in the bill, and transfer them to the Forest Service, Depart- 
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ment of Agriculture, not to exceed 485,000 pounds, and to the Fish and 
Wildlife Service of the Interior Department, not to exceed 263,000 
pounds, and to the Bureau of Land Management, Interior Department, 
not to exceed 250,000 pounds. 

The seeds then would be used by these three agencies to revitalize, 
revegetate rangelands owned by the Government. 

The bill, and the use of the seeds from the Commodity Credit 
Corporation by the Government, and on Government land, would not 
in any way interfere with the normal commercial practices, wouldn’t 
affect the market, and by no stretch of the imagination could this legis- 
lation be considered socialistic in the sense of putting the Government 
into business. 

I introduced the companion bill to Senator Dworshak’s bill, with 
the thought that it is quite proper for the Federal Government to use 
its own assets and property, the seeds, to improve its own lands, 
That is all that the bill involves, Mr. Chairman. I believe you have 
the Department people here who can explain it a little more from the 
technical side. But I hope for your favorable consideration by the 
committee. 

Mr. Tatie. Thank you, Mr. Ellsworth. 

Does any member desire to question Mr. Ellsworth ? 

If not, thank you, Mr. Ellsworth. 

We will now hear Dr. Arnold Dahl, Grain Director, Commodity 
Stabilization Service, Department of Agriculture. 


STATEMENT OF DR. ARNOLD S. DAHL, GRAIN DIRECTOR, 
COMMODITY STABILIZATION SERVICE 


Mr. Dann. Mr. Chairman, I do not have any statement to make. I 
came here to answer any questions that you might have with regard to 
the quantities of seed that we have available, and anything that you 
might want to know about the costs, and that sort of information. 

Mr. Tatie. Would you like to make a brief summary statement? 

Mr. Dant. We have, as Congressman Ellsworth mentioned, about 
77 million pounds of pasture seeds, of which the Bureau of Land 
Management, and the Forest Service, and the Fish and Wildlife Serv- 
ice have indicated they could use about 900,000 pounds. 

These seeds have been in storage in the Commodity Credit Corpora- 
tion, some of them, since 1951, and some of them since a year ago last 
May. We haven't been able to sell any of these seeds because the 
prices at which we have held them have been higher than the market 
prices. We have done that in order not to cause a reduction in market 
prices so that the producers of the new crop would be hurt. 

We feel that if this seed could be used by these agencies, it would 
help us to conserve the funds of the Commodity Credit Corporation 
by returning our costs in the seed to us. The cost of the 900,000 
pounds of seeds would probably be about $350,000. This is estimated 
on the basis of estimated distribution of the seeds which will be used. 
Since we are not exactly sure just what kinds of seeds will be taken 
from our stocks, in detail. 

Mr. Spence. What will the seeds be used for? To revitalize Gov- 
ernment lands? 

Mr. Dant. That is right, sir. 
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Mr. Srence. Have those seeds deteriorated by reason of storage? 

Mr. Dau. Possibly to some extent, but not to a great extent. The 
seeds usually last from 2 to 3 years, particularly in the dry country, 
where they are stored, and most of these seeds are stored in Washing- 
ton, Idaho, Oregon, some in Wyoming, and some in California. 

Mr. Tauir. In other words, the shipping costs would not be great, 
since the seeds are out where they would be used; is that right 

Mr. Daim. Most of the seeds are in the areas where they will be 
used, 1 believe. 

Mr. Tauie. Do the members desire to ask questions / 

Mr. Mr. Chairman. 

Mr. Mr. Merrill. 

Mr. Merritt. As I understand it, this $350,000 worth of seeds that 
you would turn over to these agencies would leave you then with a 
deficit of that much money, which would then be reappropriated, or 
would be appropriated to your agency under the authorization of this 
bill; is that right ? 

Mr. Dann. Yes, sir, 

Mr. Merriti. Actually, this program will require an appropriation 
of the exact amount of money that is represented by the seeds that you 
turn over to these agencies ? 

Mr. Daun. Yes, sir. 

Mr. Merriny. Is this true, however, that under the legislation that: 
we have on the books at the present time we have no direct control 
over the amount of money, except the maximum borrowing ability of 
the Commodity Credit Corporation, we have no control over the 
amount of money that will be required by this purchasing program / 
That is, the amount we have to buy is determined by the amount the 
farmers offer us for loan; is that right ? 

Mr. Dan. That has been true in the past, on hay and pasture seeds. 
At the present time there are no price supports on any hay and pasture 
seeds. We haven't had a support since the crop of 1952. 

Mr. Merriny. So, then, from the standpoint of Government money, 
there is not a bit of difference between the providing of the seed by 
Commodity Credit Corporation to these agencies and going out and 
purchasing in the open market this much seed. It will still require 
exactly that much new money from the Federal Government, will it 
not 

Mr. Dau. Well, except the seed that we have, we already have it, 
and we may lose money on it if we have to keep it until it deteriorates, 
and we might have a considerable loss if we don’t sell it in this manner. 

Mr. Srence. What income does the Government obtain from the 
grazing lands? 

Mr. Dan. I am sorry, I cannot answer that question. We have 
representatives from the Forest Service who will be glad to answer 
that question. 

Mr. Merritt. The only point I am trying to make is that this does 
represent an additional investment of $350,000 in cash. 

Mr Dann. We have already invested the money in the seed, and 
this would conserve our funds. We might have to take quite a Joss 
on it if we keep the seed much longer. 

Mr. Deane. Will you yield, Mr. Merrill? 
Mr. Yes. 
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Mr. Deane. What vou are trving to say is that the CCC is being 
reimbursed for what they are letting out 

Mr. Merritt. That is right. 

Mr. Deane. Is that true, Doctor? 

Mr. Dann. Yes; we are being reimbursed for what we have paid. 

Mr. Merrive. And reimbursed at the loan price 4 

Mr. Daun. That is right, sir. 

Mr. Merritt. Whereas, so far as these agencies are concerned, they 
could actually go out and buy the seed for less money somewhere else 4 

Mr. Datu. That is true, sir. 

Mr. Are there further questions 

Mr. Deane. Mr. Chairman. 

Mr. Mr. Deane. 

Mr. Deane. Has the agency followed this procedure at any other 
time 

Mr. Dan. I didn’t quite understand your question. 

Mr. Deane. Has your agency ever made a similar transfer before 

Mr. Dat. Not to my knowledge, sir. 

Mr. Deane. Why has it become so acute at this time? 

Mr. Dat. There have been prooably several reasons. A. great 
many of the people in the West know that we have this seed in the 
warehouses, and know that it would probably deteriorate before we 
could sell it, and they think we ought to put it to some use. There 
has been a need, we understand, for revegetating the ranges in the 
West, although I cannot speak on that technical point, so that there 
has been considerable demand for using this seed in some useful 
manner 

Mr. Deane. How long is the seed storable ? 

Mr. Dau. It depends on the variety. Some of it will last 3, 4. 5, 
or 6 years. In the West it will probably last the maximum, because 
of the dry climate. 

Mr. Deane. Did T understand you to say that this seed would only 
be used on federally owned land? 

Mr. Dan. IT understand that is what the provisions of the bill cover. 

Mr. Deane. That is all. 

Mr. Merriwy. I have this further question: It looks to me as if 
what this bill is doing, by enabling the Commodity Credit Corporation 
to dispose of seed at loan value to these other agencies, at a price in 
excess of what they would have to pay in the open market, it looks to 
me as if this is the situation: Even assuming that these agencies need 
this seed, these three agencies will be charged with a certain amount 
of money, in the total appropriation budget, for this seed, while the 
Commodity Credit Corporation gets a full profit. 

What is happening then is this: It looks to me as if this might be 
a sort of a bookkeeping juggling job, in which the Commodity Credit 
Corporation looks good; whereas the three agencies who are having 
to buy this seed at an excessive price look bad, 

If you have to dispose of this seed because it spoils why wouldn’t 
the more candid way of handling it be this, for you to ac tually dispose 
of this seed to these agene ‘ies, for the price that the seed is actually 
worth, letting these agencies accept an appropriation of an amount 
equal to what the seed is worth, and then the Commodity Credit Cor- 
poration actually take a loss, which is actually what is represented 
here? 
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It seems to me that to get candid—I am not saying that there 
is any skulduggery here—but it just looks to me as if this conceals 
the candid situation. That is, the real person who is losing money in 
this is the Commodity Credit Corporation. They bought the seed, or 
took it in on loan, at a price in excess of the market price. Now, they 
are unloading it on three agencies that have nothing to do with the 
farm support program, at their own price, when the agencies could 
buy at a cheaper price. 

It seems to me the candid thing to do is to put the loss where the loss 
belongs, and that is upon the Commodity Credit program and not 
upon the Fish and Wildlife Service, the Forestry Service, and the 
Bureau of Land Management. I don’t see why their appropriations 
should have to reflect losses which really belong in the Commodity 
Credit Corporation, under the farm support program. 

I am not saying that this thing shouldn’t be done. I think perhaps 
this seed should be used, but it looks to me as if the bookkeeping 
would be more candid if we put the loss where it belongs, and then 
if you have to, make a new appropriation to the Commodity Credit 
Corporation rather than making these three independent. agencies, 
unrelated to the farm-support program, absorb a loss which is really 
the loss of the Commodity Credit Corporation under the farm-support 
program. 

Now, am I wrong in that? ; 

Mr. Dant. I don’t know whether I can express an opinion on that, 
or not. 

Of course, from the standpoint of the Commodity Credit Corpora- 
tion we want to conserve our funds to the fullest extent possible. 

Mr. Merrie. Tam not critical of you. You understand that. You 
are doing your job. 

Mr. Dant. Yes. 

Mr. Merrine. But actually what this is doing, is letting you con- 
ceal a loss on the books and pass it on to these three agencies which 
have absolutely no relation to the farm-support program. 

Mr. Dau. It is allowing us to reduce our losses, I will agree to 
that. 

Mr. Merritt. By forcing other agencies to pay an excessive price 
for this seed. 

Mr. Dan. Yes, sir. 

Mr. Deane. Will you yield, Mr. Merrill? 

Mr. Yes. 

Mr. Deane. How much would be the loss to the CCC if these agen- 
cies went out and bought the grain on the open market ¢ 

Mr. Dann. T haven't made any summary of what the market prices 
are on these seeds. There are about 10 different kinds. 

Mr. Deane. Can you give us an estimate? 

Mr. Dann. There would be some losses, probably, although the 
markets are fairly close to the support prices. In some cases they 
are at the support prices, and in some cases they are slightly less. 
Probably we would lose, and this is Just a very rough guess, possibly 
$45,000. 

Mr. Deane. In other words, you would suffer a loss of approxi- 
mately $45,000? 

Mr. Daw. That isa very rough guess. 


MISCELLANEOUS HEARINGS S7 


Mr. Deane. Yes. I understand that you are making an estimate. 

You stated a while ago that no such transfer had ever taken place 
before. I assume that these agencies purchased grain before. Where 
did they purchase it ? 

Mr. Dann. That question should be answered by the land agencies, 
themselves. 

Mr. Deane. That is all, Mr. Chairman. 

Mr. Tauie. Thank you, sir. 

Mr. D’Ewarr. Mr. Chairman, may I ask a question? 

Mr. Yes, Mr. D’wart. 

Mr. D’Ewarr. Why is the freight 40 cents a pound for the Forest 
Service, 10 cents a pound for the Bureau of Land Management, and 
5 cents a pound for the Fish and Wildlife Service 4 

Mr. Daun, Those are not the cost prices. 

Mr. D’Ewarr. I was just dividing the amount of pounds they 
asked ‘for, 

Mr. Dau. As IT understand, those appropriations are for the seed- 
ing operations and not for the seed. 

Mr. D’Ewarr. It says “to the freight cost of transporting the seed.” 
For the Forest Service, it is 20 cents; for the Bureau of Land Man- 
agement, 10 cents; and Fish and Wildlife, 514. 

Mr. Dau. Those estimates were entered by those agencies. I don’t 
know the answer. 

Mr. Tauur. Thank you. 

The next witness is Mr. Charles A. Joy, Chief, Division of Range 
Management, Forest Service, Department of Agriculture. 


STATEMENT OF CHARLES A. JOY, CHIEF, RANGE MANAGEMENT, 
FOREST SERVICE, UNITED STATES DEPARTMENT OF AGRICUL- 
TURE 


Mr. Joy. Mr. Chairman, [ have a brief prepared statement here that 
I would like to read. 

Mr. Chairman, | appreciate the opportunity to appear before this 
committee regarding S. 2987. 

On April 1 the Department of Agriculture submitted a favorable 
report on 8. 2987 by Senator Dworshak, which is printed in the report 
of April 21 by the Senate Committee on Agriculture and Forestry. 
This bill as originally introduced is identical to H. R. 8431 by Con- 
gressman Ellsworth. 

The bill provides for the transfer of hay and pasture seeds from 
the Commodity Credit Corporation to the Forest Service in an amount 
not to exceed 485,000 pounds. Two bureaus of the Department of 
Interior would receive lesser amounts. The kinds and quantities of 
seeds transferred within the maximum quantities, subject to availabil- 
ity and surplus supply determined by CCC, are to be determined by 
the receiving agencies. The transferred seed is to be used only to 
revegetate grazing lands administered by the specified agencies. 

Only a very small percentage of CCC holdings of approximately 77 
million pounds consists of the kind of seed adaptable to rangelands 
administered by the Forest Service. Yet it is understood there is 
sufficient suitable seed available to meet the quantities specified in the 
bill. However small this percentage may be, there has been difficulty 
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of disposition of these seeds through normal trade channels. The pro- 
posed use of the seed would not interfere with nor replace commercial 
seed marketings because it would be in addition to the normal reseed- 
Ing program if additional moneys to be authorized are appropriated. 

A recent canvass of all Forest Service offices indicates that up to the 
tated amount of seed of suitable species may be effectively used in 
range reseeding work, Of the 12 species selected, the bromes and 
Wheatgrasses make up approximately 75 percent of the total amount. 
It is tentatively proposed to distribute the seed to be used on national 
forests and other lands administered by the Forest Service in the fol- 
lowing States: 


Pounds \cres 
Colorado and Wyoming 33, 000 | 4, 000 
Arizona and New Mexico 6, 900 
Utah, Nevada, Idaho 232,000. | 28, 700 
Celifornia | 163, 000 | 20, 100 
Oregon ond Weshingeton 34, 500 | 4, 300 
Eastern United States . 16, 000 | 2, 000 


Total 485, 000 | 60, 000 


Based upon experience, 485.000 pounds of seed would be suflicient 
to seed 60,000 acres. Present-day plantings cost are about $6 per acre 
~ transportation. The sum of $95,000 to be authorized for the 

orest Service in the bill, if appropriated by Congress, would be 
inadequate for reseeding the full amount under recommended and 
approved methods. To do so would require an additional $90,000, 
or a total sum of $155,000, and a realization of an equal amount 
through cooperation of stockmen and other interested people, or 
$185,000 in money, manpower, or equipment. 

If the bill is enacted and the moneys authorized by it are appropri- 
ated, it would result in acquisition of large amounts of seed, reseeding 
substantial areas of depleted but potentially valuable range, and 
solicitation of increased cooperation by stockmen and others. 

Mr. Tatie. There is one matter I would like to clear up at the 
outset, Mr. Joy. If you will turn to the bill, on page 2, you will ob- 
serve the year 1954 is used there. 

Mr. Joy. Yes, sir. 

Mr. Tatir. We have less than a month to run in this fiscal year, 
which ends midnight June 30, 1954. 

Mr. Joy. Yes, sir. 

Mr. Tarte. Would it not be better to substitute 1955 ? 

Mr. Joy. There should be a substitution; yes, sir; because it would 
be impossible for us to do any work now, in this fiseal year. 

Mr. Tatie. I wanted to get your statement as to that. 

Mr. D’Ewarr. Mr. Chairman. 

Mr. Tatie. Mr. D’Ewart. 

Mr. D’Ewarr. As I remember, the Agriculture Department ap- 
propriation carries $200,000 for range management, for vie, ai 
range-mangement programs, about a third of which the stockowners 
paid in for that purpose; is that correct ? 

Mr. Joy. You mean the stockmen’s cooperation # 


Mr. D’Ewarr. Yes. 


MISCELLANEOUS HEARINGS SO 


Mr. Joy. The cooperation of the stockmen, in the last few years, 
has been greater than moneys appropriated for that purpose. * 

Mr. D’Ewarr. This appropriation that is now in the process of 
going through the Congress carries $200,000 for that fund, as I 
remember, about a third of what was paid in by the stockmen for the 
purpose 

Mr. Joy. That is correct. 

Mr. D’Ewarr. If that appropriation was increased to the amount 
that is paid in by the stockmen, that would take care of this item in 
the bill, would it not, and then leave vou a substantial sum besides? 
You need $185,000, you say ? ‘ 

Mr. Joy. Yes, sir. 

Mr. D’Ewarr. If that item was doubled in the agricultural appro- 
priations bill so that two-thirds of what had been paid in for that 
purpose was made available, that would take care of your item in this 
bill, would it not? 

Mr. Joy. Well, this matter of cooperative range improvements is 
just one phase of the development of the national forest land, and we 
are not able to use all that fund for revegetation. 

Mr. D’Ewarr. That is right. Under the present bill, though, you 
will only be able to use $200,000 of it, and there should have been 
around $600,000 made available to you? 

Mr. Joy. Seven hundred thousand dollars. 

Mr. D’Ewarr. If we should return $200,000 more of that to you, 
you could use it for this very item; could you not? 

Mr. Joy. Well, there is a question there. The demand for improve- 
ments of other types, particularly the maintenance item, of fences, 
water development, and some construction, if we get enough money 
for that, is so great that we have not been able to divert our cooper- 
utive-range improvement money into the field of revegetation. 

Mr. D’Ewarr. Under the authorization of that fund you could use 
it for that? 

Mr. Joy. We could use it for that; yes. 

Mr. D’Ewarr. If the money was appropriated for it? 

Mr. Joy. That is all. 

Mr. Merritt. Mr. Chairman. 

Mr. Tauie. Mr. Merrill. 

Mr. Merritt. As I understand it, the amount of seed that you will 
get under this bill, for the Forestry Service, you said would seed 
60,000 acres ¢ 

Mr. Joy. Yes. 

Mr. Merritt, You say that it would cost 36 an acre to actually plant 
that seed ¢ 

Mr. Joy. Yes, sir. 

Mr. Merritt. Which means that you will have to spend, if this 
seed becomes available, in addition to transportation costs, $560,000 
to get the seed in the ground; is that right ? 

Mr. Joy. That is correct. 

Mr. Merriti. Now, you will forgive my ignorance. You said that 
you need, in this appropriation, $185,000, or else you will have the 
seed on your hands just as Commodity Credit Corporation has it on 
its hands; is that right? 
Mr. Joy. That is right. 
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Mr. Merritt, That is, you won’t have any money to plant it so 
you will just have to store it? 

Mr. Joy. Well, of course, we wouldn’t expect to take the seed and 
store it in our warehouses, when it is stored more safely in the Com- 
modity Credit. 

Mr. Merritt. Where will the rest of the money come from? If you 
got $185,000 through this bill where would the balance of the $360,000 
come from that it would take to actually plant the seed ? 

Mr. Joy. Well, that would come from users of the national forests. 
It may come from State fish and game commissions, where they are 
interested in range-land revegetation, where there is a common use 
of both game and livestock, some of it would come from timber oper- 
ators where we have range use in the timberlands, and the cooperation 
could come for stabilization of soil, the seeding of grasses on skid 
roads, landings, and so forth. 

We have a lot of areas that are logged, and also used for livestock, 
and we have in the past been revegetating quite extensive areas that 
have been logged. Then you have the multiple use of both lumber 
“een on that land and use by livestock. So that there would 

e cooperation which could be solicited from a good many different 
eople. 
‘ Mr. Merritt. But before this seed could be put in the ground you 
would have to get the cooperation of some private agency, or some 
rivate individuals, or else get money from some other item in the 
udget to supplement the funds available from this bill before you 
could plant it; is that right? 

Mr. Joy. That is right. It comes down to the fact that we have to 
have money to put the seed in the ground. It costs $6 an acre. And 
if we only had $90,000, by simple arithmetic you could only plant 
that much seed. 

Mr. Merrity. The way this is working out, actually, if we were to 
appropriate the $95,000, and you still got the cooperation you are men- 
tioning, then you could only use about half of the seed that we are 
making available in this bill; is that right ? 

Mr. Joy. That is right. 

Mr. Merritt. Do you know about what this seed figures out per 
acre, the cost of the seed itself? I guess that could be figured. It is 
$350,000—do you have that figure? 

Mr. Joy. No, I don’t have it, but the seed has cost various prices 
per pound, depending upon the scarcity or the overproduction. We 
have paid all the way from 25 to 60 cents a pound. We generally 
seed about 6 pounds to the acre. 

Mr. Merrit. Six pounds to the acre? 

Mr. Joy. Yes; and the 6 pounds to the acre at 50 cents a pound, 
you have $3. 

Mr. Merritt. So the cost of the seed is only about a half of the cost. 
of seeding. The seeding is 86 per acre and the cost of the seed is $37 

Mr. Joy. Yes; for a total of $9 per acre. 

Mr. Mrrritx. So the cost of the seed is the smaller part ? 

Mr. Joy. Yes; there is quite a lot of labor involved in planting, 
whether it is by conventional farming methods or whether it is broad- 
cast by plane. 

Mr. Merritt. Suppose this seed were not available in the Commod- 
ity Credit Corporation, and you were just going to go out here and ask 
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for some money to buy some seed on the market, and were to ask for an 
appropriation to take care of that. How much of the work contem- 
plated by this act would you actually do at this time? Do you follow 
my question 

Mr. Joy. Yes. In other words, this is supplemental to it. 

Mr. Merritt. What I am trying to get at is, What is the motivation 
for this? Is the purpose of this bill really to do something for the 
Forestry Service which has to be done, or is this just a device for un- 
loading some spoiling seeds by the Commodity Credit Corporation on 
you people, and then you have to go ahead and do it / 

Do you see what I mean? 

Mr. Joy. We, of course, in our selection, took into consideration the 
adaptability of the seed to the sites that we have. That is why, of 
course, the poundage is low compared to the 77 million pounds. 

In other words, we requisitioned, or set up very small amounts for 
‘the alfalfas, because we cannot use alfalfa on most of our national- 
forest land. It is not an adaptable species. 

So, if this seed is to be made available, then we selected the seed 
that we were certain or fairly certain that we could get a fair return 
from with the use of the taxpayer's dollar. We had no intention of 
going out and sowing seed just to be sowing seed. Our revegetation 
program in the past has been very, very successful, and we want to 
continue that success in the future. 

So some of the seeds which we are requisitioning, and which CCC 
has, we have used before, particularly the bromes and wheat grasses, 
as I mentioned in my statement. But if those seeds were available, 
and the Forest Service could be of assistance, we offered this requi- 
sition for 185,000 pounds as our assistance in a program. 

Mr. Merrizy. In other words, the Forestry Service is offering its 
assistance to help the Commodity Credit Corporation unload ? 

Mr. Joy. Well, of course, that was secondary in our thought, as 
far as that was concerned, because I don’t know the complications 
that Commodity Credit gets into with its surplus seeds, but if these 
seeds were available to the Forest Service, and we could use those 
seeds profitably, and wisely expend the taxpayer's dollar, that is what 
we were thinking about. 

Mr. Merriwi. This seed will cost roughly 40 cents a pound; will 
it not? Is that about what it would figure? 

Mr. Joy. As I understand the bill, the Forest Service wouldn’t be 
paying for this seed. 

fr. Well, it would be an As under- 
stand it, Commodity Credit Corporation will be completely reim- 
bursed. That is right, isn’t it? This bill says: 

There is hereby authorized to be appropriated such funds as may be necessary 
to reimburse Commodity Credit Corporation for its investment. 

Now, when those funds are appropriated, they are going to be ap- 
propriated to reimburse Commodity Credit Corporation. On the 
record of this Government’s total financial picture, Commodity 
Credit Corporation is going to appear to have sold all of these seeds 
ata price equal to what they paid for it, so there is no loss there. And 
the loss is going to show up in appropriations to reimburse them for 
seeds you got. So for all practical purposes, in the bookkeeping pic- 
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ture, you folks will have bought some 400,000 pounds of seed at 40 
cents a pound, 

Then the question is this: Suppose it were left to you right now, 
would you go out in the open market and buy four-hundred-and-some- 
odd-thousand pounds of seed to do the job that you would do under 
this bill? 

Mr. Joy. Yes, for those sites that we have selected, we would pur- 
chase the seeds that we have listed here. 

In an overall program we would have, of course, in the past bought 
mainly crested wheat grass, which is a large part of our program, 
and our purchases in that seed are very, very high. If appropriations 
were such that we couldn't fulfill our program, we would go on the 
crested wheat grass program first and leave the seeds that we have 
requisitioned here to a later time until our appropriations were 
increased, 

Mr. Merrine. The thing that is happening is that we are appro- 
priating so much money for a seeding program which you have not 
included in your direct budget. The thing I have in mind is this: 
Commodity Credit Corporation is going to be completely reimbursed. 
Their record is clear. They haven't lost any money. The Federal 
Government has put up this much additional money. Now, if you are 
going to make the bookkeeping fair and square, then the appropria- 
tion for this seed should appear in the appropriations of the Forestry 
Department, under the Bureau of Land Management. You should 
be asking for this much more money for additional seeding. That is 
the candid way to let the books show what happened. 

Mr. Joy. That is one way of doing it. 

Mr. Merritt. Now, the objection I am making is this: That under 
the theory that we are using some stuff that might spoil, anyway, 
we are not letting the books of the United States show exactly what 
has happened. I think that either the Commodity Credit Corpora- 
tion, which is sustaining a loss, should have to show that loss—I am in 
favor of a price-support program, but I want the books to show 
exactly what the program is costing. 

What is happening here is that the Commodity Credit Corpora- 
tion will not show the loss, and at the same time the Forestry Service 
is not going to show the cost of the seeds that they are getting. 

Mr. Joy. That is right. 

Mr. Merritt, The whole thing is going to be covered wp in an 
appropriation to make up for the disposition of these seeds, in some- 
thing that is entirely unrelated to what is actually happening. That 
is my only objection, 

Will vou agree with me that that is what is happening? 

Mr. Joy. Well, I presume it is a bookkeeping procedure, and Just 
how the books should be kept I don’t know. 

Mr. D’Ewarr. Will vou yield? 

Mr. Yes. 

Mr. D’Ewarv. Montana is not listed in this bill, but the stockmen 
of the West paid in $700,000 in addition to their grazing fees to 
reimburse the United States Government for the use of these ranges, 
for a cooperative range program to be used for permanent improve- 
ments of the ranges. 

When the appropriation passed the House they only returned to 
these stockmen $200,000, Therefore, they have got $500,000 of the 
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stockmen’s money that should be used for the purchase of these seeds, 
and it wouldn't cost the taxpayers anything, if that money was made 
available as it should have been. 

Mr. Merritt. I am in favor of that. That is what I want to show. 
1 want these books to show exactly what is happening. ‘That is why 
I object—and I say that respectfully, Iam not accusing anybody of 
wrongdoing—but I object to this method of doing it. 

Mr. Tatie. Mr. Joy, can we summarize this matter: There are four 
departments or agencies involved. The seed is held now by the 
Commodity Credit Corporation. Three other agencies have use for 
this seed, and Commodity Credit Corporation has no such need. All 
of them are Government agencies. These three agencies that have use 
for the seed would buy seed, anyhow, would they not ¢ 

Mr. Joy. Yes, sir. 

Mr. Tauie. Therefore, the question is, Why not transfer something 
the Government already has in one agency, which does not need it 
and will not use it, to three other agencies that do need it and intend 
touse it? Isn't that the summary of it / 

Mr. Joy. I think that was the intent of the bill. Just what details 
were to take place in the bookkeeping 

Mr. Tatie. Well, of course, there will have to be proper accounting. 
Each agency will keep books and the seed will be accounted for. 

Mr. Merri. Mr. Chairman, I think the gentleman who testified 
before pointed out that that wasn’t exactly the situation, because it 
isn’t a case of their buying seeds from the Government, from the Com- 
modity Credit Corporation, that would be purchased anyway. ‘The 
testimony was that these seeds would be purchased in excess of what 
would otherwise be purchased. The whole theory of the Commodity 
Credit Corporation operations is that they don’t unload these seeds 
into the market where there is already a normal demand. These seeds 
are not being used in the channel of normal demand, but in something 
extra, so that this isn’t a program where this agency would be pur- 
chasing the seeds, anyway. 

IT think what was testified to before was that these seeds would not 
have been purchased. 

Mr. Murer. Will vou yield, Mr. Merrill? 

Mr. Yes. 

Mr. Mutter. The point made before was whether it is going to be 
something that they are going to buy or must buy, or something that 
must be unloaded. However it is done it ought to be charged to the 
agencies and charged to their appropriation. It should not be charged 
as a loss to CCC. It ought to be charged to these agencies that are 
going to get the seed, against their own appropriations. 

Mr. Merrine. Do you think that these agencies should show a pur- 
chase price of 40 cents if the actual purchase price is 30 cents / 

Mr. Muurer. No. 

Mr. Merrive. But what is happening here is that Commodity Credit 
Corporation is unloading on these other agencies at the full price, 
so that their books show no loss. Actually these agencies could go 
out and purchase this seed at a lesser price. So they are having to 
absorb the loss of the CCC. It is a minor point, as far as dollars are 
concerned, 

Mr. Mvcrer. But it isan important principle. 
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Mr. Merritzt. I will vote to increase the money that CCC needs 
from time to time, but I don’t think we should adopt the policy of 
letting Commodity Credit Corporation unload at no loss, on other 
agencies of the Government, and then not have the books show what 
happened. I say if a farm program is costing us money because we 
have to dispose of these things at a loss, then I think our farm program 
should show the loss that is taking place and not the Fish and Wild- 
life Service, or some of the others, who are buying at full + 

I say the principle is tremendously important, even if only $25,000 
is involved. 

Mr. Muurer. I am completely in agreement with you. 

Mr. Tantus. Are there further questions? 

Mr. Muvrer. Mr. Chairman. 

Mr. Tate. Mr. Multer. 

Mr. Muvrer. Has seed been purchased in the years gone by by these 
agencies from Commodity Credit Corporation ¢ 

Mr. Joy. No; I don’t think there has been a legal authority for 
that. 

Mr. Murer. Well, then, have these agencies bought any seed in 
years gone by ¢ 

Mr. Joy. Oh, yes; they purchased it on the open market. 

Mr. Murer. So that so far as these agencies using this seed is con- 
cerned, it is nothing new for them. ‘They have bought and used seed 
in years gone by except they have purchased it on the open market ? 

Mr. Joy. That is correct, and seeds other than the seeds that have 
been selected, as well. 

Mr. Muvrer. Let me ask this: Much of this land that is to be seeded 
or reseeded with this seed has been leased out or rented out for grazing 
purposes to persons ¢ 

Mr. Joy. Yes. 

Mr. Muvrer. Is it fair to say that all of this land comes within 
that category of having been leased out to private individuals for 
grazing purposes 

Mr. Joy. Yes; it is rangeland that we permit livestock to graze upon. 

Mr. Murer. What has been the practice in the past with reference 
to that grazing land that is leased out to private interests? Isn’t it 
their job to reseed and keep the land up? Or has it been the respon- 
sibility of the agencies to keep the land up and reseed it 

Mr. Joy. It has been the sig sgrrereg of the agencies, but we 
have solicited cooperation from the users, 

Mr. Mutrer. So this is not a new program which is being invoked 
here now, to reseed those grazing lands at the expense of the Govern- 
ment / 

Mr. Joy. Oh, no. You may recall that the Anderson-Mansfield Act 
that was passed by Congress a few years ago set the stage for revege- 
tation of national forest lands. 

Mr. D’Ewarr. Will you yield? 

Mr. Yes. 

Mr. D’Ewarr. They assess 2 cents per head of cattle per month at 
this time for cooperative range improvement, and that is the $700,000 
that I spoke about a moment ago which has been paid into the Treas- 
ury by users of the ranges, in cooperation with and under the diree- 
tion of the Forest Service; as Mr. Joy says, it is the Forest Service’s 
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responsibility, but the users do put up a considerable amount of money 
to help out with the program. 

~Mr. Muvrer. I am not familiar with the terms of those leases. That 
is why I was asking whether or not the lease didn’t require that the 
person who was using the lands should keep them up and reseed them. 

Mr. D’Ewarr. The users of the ranges recognize that it must be 
done under the direction of the Department of Agriculture, and their 
responsibility, but they are wholly willing to cooperate with them and 
put up funds for that end. 

We have a bill that has passed the Senate and is before the House 
now that will define a little more clearly the responsibilities of both 
parties in this connection, and I think will encourage further range 
improvement by the users. But they do put up funds. Both sides 
recognize that it must be under the direction of the Department, and 
they must have the veto and final say as to how and when it will be 
done, ‘The stockmen are willing to put up the money. 

Mr. Murer. But the primary financial responsibility for doing 
that is on the Government 4 

Mr. D’Ewarv. No; they pay so much per head into this fund each 
year, and that is part of their grazing fees. 

Mr. Mutrer. What is being done here, then, that payment having 
been paid by those who use the ranges, this is simply requiring or 
making it easier for the Government to carry on its share of the 
responsibility ¢ 

Mr. D’Ewarr. That is right. 

Mr. Mutrer. If this seed is not disposed of as provided for in this 
bill is it likely to spoil 

Mr. Joy. I understand that there was a limit to the time that it 
could be stored. Its usability depreciates after a period of time. 

Mr. Mutter. Is it fair to say that one reason for handling this this 
way rather than having the agencies buying the seed on the open 
market, is to prevent this seed going to waste or spoiling? 

Mr. Joy. 1 suppose there were several reasons behind the intent 
of this bill: Spoilage was probably one. To reduce surplus stocks 
was another. To put it to beneficial use before it deteriorated—I sup- 

ose there were many things like that that came into the thinking 
ehind the bill. 

Mr. Mutrer. Would there be any objection to incorporating Mr. 
Merrill’s suggestion in this bill, so that, so far as the bookkeeping 
is concerned it will reflect exactly what has taken place, so that the 
services that require the seeds will not have their books showing that 
they acquired it a price above the market ¢ 

Mr. Joy. Well, of course, as we understand the bill, the Forest Serv- 
ice, for instance, is not actually paying dollars to CCC for the seed. 

Mr. Mutrer. They may not actually be paying dollars for the seed, 
but they are acquiring it, and in this way they are acquiring it at a 
price equal to the cost to CCC. 

Now, it should be acquired by them at the expense of the appropria- 
tion that has been made for the Forest Service, and they shouldn’t be 
expected, as Mr. Merrill pointed out, to pay more than the market. 
If they can buy this seed at one price, that is all they should use of 
their appropriation. CCC should take the difference and reflect it as 
a loss on their books. 
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Mr. Merrinn. Mr. Multer, this is a minor amount of money, but the 
same principles applied in the Pakistan wheat loan. Twas for that, 
but, if you will rememoer, the Commodity Credit Corporation got 
rid of about a hundred million tons, or something like that, but they 
vot rid of that much wheat at the full price, as T understand it, and the 
loss was never shown, the loss to Commodity Credit Corporation was 

never shown, because it Was absorbed in a relief program. 

Yet there is no question but what that wheat could have been ac- 
quired at a lesser price. 

It looks to me as though this is a pattern of procedure here, wherein 
we have first the Pakistan wheat loan, then this, which is much 
smaller, We are developing a pattern of unloading this stuff in a 
manner which makes it look on the books as though Commodity 
Credit Corporation is not losing money. 1 say if we have to lose 
money, [ will vote to lose it, but I don’t like the idea of a pattern 
developing wherein Commodity Credit Corporation is getting out 
from under these things with no loss. 

Mr. Mvuvrer. Lam in complete agreement with you. T think this 
is the time to call a halt to the practice and correct it in this bill, and 
in every other bill that comes before us or on the floor, Let's reflect 
the transaction as it is 

Mr. Merri. And let the publie know. 

Mr. Muurer. We ought to reflect exactly what happens. In the 
case of Pakistan, for instance. 

Mr. Merrit. That is correct. 

Mr. Muvrer. Those of us, like myself and yourself, who are sup- 
porting the Commodity Credit Corporation, are willing to do it, but 
we don’t want anybody fooled by it. 

Mr. Merritw. That is right. 

Mr. O'Hara. Will vou vield? 

Mr. Muvrer. I yield the floor, Mr. Chairman, 

Mr. Mr. O'Hara is recognized. 

Mr. O'Hara. Did this proposal originate with Commodity Credit 
Corporation in its desire to get rid of these seeds, or did it originate 
with the agencies that intend to use the seeds? That is putting another 
way the question that the gentleman from Indiana asked. Is this 
your proposal or is it the pr oposal of CCC? 

Mr. Joy. Well, I can only speak for the Forest Service, and was 
not the Forest Service’s proposal. 

Mr. O'Hara. Then vou are merely being used by CCC as an in- 
strumentality by which to get rid of some of these stored-up seeds? 

Mr. Joy. Well, T wouldn't say that CCC is using the Forest Serv- 
ice. A statement from them might clarify their position, but I know 
that as far as the Forest Service is concerned, it was not our original 
proposal to take Commodity Credit Corporation’s seed. 

Mr. O'Hara. Heretofore vou were buying such seed as you used in 
the open market / 

Mr. Joy. That is right. 

Mr. O'Hara. Will this proposal not bring the seeds of CCC into 
competition with the seeds in the open market / 

Mr. Joy. It will. There will be a complication, if, with our present 
appropriations, we will say, that are coming up for fiscal year 1955, 
if it is required that we purchase from our appropriations, the seeds 
here, because it will mean that there will be another market that we 
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have been purchasing seed from that will suffer, because we will be 
using the money to acquire Commodity Credit seed, when we would 
be out on the open market purchasing crested wheat grass, for in- 
stance, of which Commodity Credit Corporation has no surplus. 

Mr. O'Hara. Then it would seem to me that CCC is adopting a 
different policy than that it holds to in regard to butter, for instance. 
Many of us believe—I believe—that butter should be given to our 
poor people in the large cities, and to the aged throughout the country 
who need more butter than they have means to buy, and the objec- 
tion raised is that such disposal would be bringing CCC butter into 
competition with butter in the open market. Isnt this proposal incon- 
sistent with the position taken by CCC in regard to butter ¢ 

Mr. Joy. Well, sir, I can’t answer your question, 

Mr. Merrini. Will you yield? 

Mr. O'Hara. Yes, sir: am seeking information. 

Mr. Merritt. The gentleman from CCC testified that these seeds 
that were going to be released were in excess of anything that would 
be used, so that it isn’t seed that they would be purchasing. It was 
testified in the beginning that these seeds are not seeds that would 
otherwise have been purchased in the open market. 

Mr. O'Hara. Thank you. [was very much interested in the thought 
that vou and Mr. Multer were developing here. I got here late and 
didn't have the advantage of all the previous testimony. 

Mr. Merrity. They testified to that, that this would not have been 
purchased otherwise, 

Mr. Joy. Yes,sir. IT made a statement here: 

The proposed use of the seed would not interfere with nor replace commercial 
seed inarketings because it Would be in addition to the normal seeding program, if 
additional moneys to be authorized are appropriated. 

Mr. Merritt. That is right. 

Mr. Tauie. Thank you very much, Mr. Joy, for your assistance, 

Mr. Gerald M. Kerr, Chief of Range Management, Bureau of Land 
Management, Department of Interior, do you have something addi- 
tional to add, Mr. Kerr 


STATEMENT OF GERALD M. KERR, CHIEF OF RANGE MANAGEMENT, 
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Mr. Kerr. I don’t believe that there is anything additional, Mr. 
Chairman. The Bureau intends to expand its reseeding program. 
We have work of this kind that is going on in our soil-conservation 
program, so that the availability of this additional seed will permit 
us to expand our program to that extent, 

The point that you raised on the date, 1954, 1 think that was a 
good point. I think that should be changed to either 1955 or 1954-55, 
because as Mr. Joy testified, we would be unable to use any of the 
funds, to speak of, prior to June 30. 

Mr. Tatie. The committee will take care of that when it meets in 
executive session. 

Mr. Kerr. If there are any questions, I might say that that 25,000 
estimate for the shipment and assistance in the seeding program was 
an estimate based on the idea that we would have cooperation from 
stockmen to such an extent that that 325,000, with that assistance, 
would be adequate. 
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Mr. Spence. What is the Government rental for grazing land? 

Mr. Kerr. The Bureau of Land Management administers grazin 
districts, and in addition to that, public lands are situated outside o 
districts. The rentals on the lands outside of districts, from grazing 
leases, vary according to the grazing capacity, and within districts 
the charge is 12 cents a cow-month. The total income from grazing. 
in the Bureau, is about $214 million annually. 

In the matter of contributions, the stockmen, in their grazing fee, 
that is the charge of 12 cents, includes 10 cents for grazing fee and 
2 cents as a range-improvement fee. 

In addition to that, they contribute, or have been contributing, an 
average of better than a million dollars a year to our soil-moisture and 
‘ange-improvement programs. 

Mr. Srence. What obligation is there on the stockmen to reseed 
these lands? 

Mr. Kerr. No obligation. 

Mr. Spence. The obligation is entirely on the Government é 

Mr. Kerr. That is right. 

Mr. Tauie. Mr. Kerr, is there any aspect of the Dust Bow] situa- 
tion that could be improved by additional seeding ? 

Mr. Kerr. Most of the Dust Bow] area is to the east of the public- 
Jand area, and it is in country that has been farmed or is being farmed. 

Of course, many of the ranges, in the Southwest in particular, have 
been hit extremely hard by the drought in the last 3 or 4 years. Other 
ranges have been depleted. 

Of course, one of the uses of this seed will be on depleted ranges. 
and, in addition to that, on ranges that are threatened with halogeton 
poison weed infestation, and on ranges that are burned over. Every 
year through range fires we lose cover of anywhere from 300 to 350,000 
acres. 

Mr. Tatie. It would seem to me that it would be at least some insur- 
ance against having that Dust Bowl widened. You must protect your 
sod or you will have a larger Dust Bowl. 

Mr. Kerr. Oh. I didn’t get your point. Our reseeding work will be 
done only in areas where the precipitation, on an average, is adequate 
to grow the grasses that will be planted. And we will get a better 
cover, as a result of reseeding, than was there naturally. 

Mr. Tauie. Your agency is in favor of the bill? 

Mr. Kerr. Yes, sir. 

Mr. Tate. Now, do you know of any opposition to it / 

Mr. Kerr. No, sir. 

Mr. Tanie. Are there further questions ¢ 

Mr. Meurer. Mr. Chairman, may we request Commodity Credit 
Corporation to supply that to us for the record ¢ 

The Crerk. I think the gentleman who testified said it would be 
about $45,000. 

Mr. Merriny. On a total of $350,000, 

Mr. Tate. Do you choose to comment on that, Dr. Dahl? 

Dr. Dau. As T said before, that is rather a rough estimate. I 
haven’t made any summarization of the market prices of the kinds of 
seeds which are being used here. 

Mr. Tatie. Would you like to look at it again and report a figure to 
the committee? An approximate figure? 
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Dr. Dau. I could make some estimate; yes, sir. 

Mr. For the record. 

Dr. Dan. Yes. sir. 

_ Mr. Mutter. May I suggest that he submit to us for the record an 
itemization of each of the types of hay and seed to be transferred or 
acquired by each of these departments, showing the price paid for it 
by Commodity Credit Corporation and the present market price. 

Dr. Dan. I can do that. 

Mr. Tauie. Without objection, that will be done. 

Dr. Dan. Just one word. T am not too sure of just exactly how 
much of each kind of seed each agency is going to take. There are 
some variations there, in the amounts of the particular kinds. What I 
could give would be an estimate. 

Mr. Mutter. I think if you break it down by the kinds, and taking 
maximum quantities to be transferred to each agency, that will 

elp. 

Mr. Tarze. It is understood that the estimated quantities will be 
incorporated in the record. Are there further questions ? 

(No response. ) 

Mr. Tauxe. If not, thank you very much, Mr. Kerr. 

Mr. Murer. Mr. Chairman, before we leave the last bill, in con- 
nection with the information requested, I think we ought to have 
the cost of storing and keeping these items reflected in the statement 
to be given to us. 

May we have that too? 

Mr. Tarix. Did you hear that question, Dr. Dahl? 

Dr. Dan. Cost of storage. 

Mr. Taute. Yes, sir. 

Dr. Dant. Yes, sir. 

Mr. Tate. Without objection, that will be furnished. 

(The information referred to is as follows :) 


Estimated quantities of hay and pasture seeds proposed to be transferred from 
Commodity Credit Corporation under provisions of bill H. R. 8431, with unit 
and total costs and market values and monthly storage charges 


| 
Monthly 
i | Cost | | Estimated storage 
pmene | per 100 Total cost Bis e3 per | realizable | charges for 
. | pounds | 100 pounds | value ——, 
| | 
| @) (3) (4) (5) (6) 
| 
eee | 307,000 | $40.95 $125, 716. 50 | $40 $122, 800 $153. 50 
153, 000 | 10.50 | 16,065.00 | 10 | 15, 300 76. 50 
Smooth brome grass. --------.---. 3, 400 | 17. 20 584. 80 15 | 510 2. 72 
Smooth brome grass, certified —_._- | 34, 500 22. 20 7, 659. 00 205 6, 900 27. 60 
Mountain brome grass__---------- | 176,000 22. 20 39, 072. 00 20 — 35, 200 140, 89 
Slender wheat grass _ -.__.-_-__-- | 25, 000 16.09 | 4,022. 50 | 15 3, 750 15. 00 
Slender wheat grass, certified - - - -- | 32,600! 31.93) 10,409.18 25 8, 150 19. 56 
Ladino clover, certified _-...-.---- | 75,000 | 121.23 | 90,922. 50 | 55 | 41, 250 52. 50 
Tall fescue, certified | 73,500 28.32 | 20,815. 20 | 20 14, 700 58. 80 
Bird’s-foot trefoil. | 20,000 | 101.82 | 20,364.00 | 70 14, 000 | 14. 00 
900,000 395,690. 68 |............ 262,560 «580. 98 


Source: Grain Division, CSS, June 3, 1954, 

Mr. Tauir. The witnesses on the bill we have considered may be 
excused if they desire, and we will turn to the next part of our pro- 
gram for today. : 

(Whereupon the committee proceeded to further business.) 


Xx 


